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AMENDMENTS TO THE HISS ACT 


TUESDAY, MARCH 17, 1959 


U.S. SENATE, 
RETIREMENT SUBCOMMITTEE OF THE 
Commitrere on Post Orrice anp Civit SERVICE, 
Washington, D.C. 

The subcommittee met, pursuant to notice, in room 135, Senate 
Office Building, at 9:30 a.m., Hon. Joseph S. Clark (chairman of the 
subcommittee) presiding. 

Present: Senators Clark and Langer. 

Also present: H. W. Brawley, executive director; J. Don Kerlin, 
assistant staff director; and Frank A. Paschal, minority counsel. 

Senator Ctarx. The committee will be in order. 

We are here this morning to conduct a hearing on S. 91, a bill 
to amend the act of September 1, 1954, in order to limit to cases 
involving the national security the prohibition on payment of annuities 
and retired pay to officers and employees of the United States, to 
clarify the application and operation of such act, and for other 
purposes. 

The committee has been informed that Public Law 769 of the 83d 
Congress has proved to be unjust in many cases, and has caused 
excessive penalties in several cases of minor offenses. 

Of course, none of us would want to aid or abet in any way an 
employee, or former employee, who is not loyal to our country in 
every respect. 

I would like now to have inserted in the record a copy of S. 91 
and S. 876, together with departmental reports. 

(The bills and reports are as follows:) 


[S. 91, 86th Cong., 1st sess.] 


A BILL To amend the Act of September 1, 1954, in order to limit to cases involving the national security 
the prohibition on payment of annuities and retired pay to officers and employees of the United States, 
to clarify the application and operation of such Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the Act entitled ‘‘ An Act to prohibit payment 
of annuities to officers and employees of the United States convicted of certain 
offenses, and for other purposes,’’ approved September 1, 1954, as amended 
(68 Stat. 1142, 70 Stat. 761; 5 U.S.C. 740b—740i), is amended to read as follows: 

“That (a) there shall not be paid to any person convicted, prior to, on, or after 
September 1, 1954, under any article or provision of law specified ‘or described 
in this subsection, of any offense within the purview of such article or provision 
to the extent provided in this subsection, or to any survivor or beneficiary of 
such oo so convicted, for any period subsequent to the date of such conviction 
or subsequent to September 1, 1954, whichever date is later, any annuity or 
retired pay on the basis of the service of such person (subject to the exceptions 
contained in section 10(2) and (3) of this Act) which is creditable toward such 
annuity or retired pay— 

““(1) any offense within the purview of— 
“*(A) section 792 (harboring or concealing persons), 793 (gathering, 
transmitting, or losing defense information), 794 (gathering or delivering 
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defense information to aid foreign government), or 798 (disclosure of 
classified information), of chapter 37 (relating to espionage and censor- 
ship) of title 18 of the United States Code, 

“(B) chapter 105 (relating to sabotage) of title 18 of the United 
States Code. 

**(C) section 2381 (treason), 2382 (misprision of treason), 2383 (rebel- 
lion or insurrection), 2384 (seditious conspiracy), 2385 (advocating 
overthrow of government), 2387 (activities affecting armed forces gen- 
erally), 2388 (activities affecting armed forces during war), 2389 (re- 
cruiting for service against United States), or 2390 (enlistment to serve 
against United States), of chapter 115 (relating to treason, sedition, 
and subversive activities) of title 18 of the United States Code, 

““(D) section 10(b)(2), 10(b)(3), or 1C(b)(4) of the Atomic Energy 
Act of 1946 (60 Stat. 766, 767; 42 U.S.C., 1952 edition, sec. 1810(b) (2), 
(3), and (4)), as in effect prior to the enactment of the Atomic Energy 
Act of 1954 by the Act of August 30, 1954 (68 Stat. 919; Public Law 703- 
Eighty-third Congress; 42 U.S.C. 2011-2281), 

“(E) section 16(a) or 16(b) of the Atomic Energy Act of 1946 (60 
Stat. 773; 42 U.S.C., 1952 edition, sec. 1816 (a) and (b)) as in effec; 
prior to the enactment of the Atomic Energy Act of 1954 by the Act of 
August 30, 1954, insofar as such offense under such section 16(a) or 
16(b) is committed with intent to injure the United States or with intent 
to secure an advantage to any foreign nation, or 

‘*(F) any prior provision of law on which any provision of law specified 
in subparagraph (A), (B), or (C) of this paragraph is based; 

*(2) any offense within the purview of— 

(A) article 104 (aiding the enemy) or article 106 (spies) of the Uni- 
form Code of Military Justice (chapter 47 of title 10 of the United States 
Code) or any prior article on which such article 104 or article 106, as the 
case may be, is based, or 

“‘(B) any current article of the Uniform Code of Military Justice (or 
any prior article on which such current article is based) not specified or 
described in subparagraph (A) of this paragraph on the basis of charges 
and specifications describing a violation of any provision of law specified 
or described in paragraph (1), (3), or (4) of this subsection if the executed 
sentence includes death, dishonorable discharge, or dismissal from the 
service, or if the defendant dies before execution of such sentence as 
finally approved; 

(3) perjury committed under the laws of the United States or of the 
District of Columbia— 

(A) in falsely denying the commission of an act which constitutes 
any of the offenses— 

“(i) within the purview of any provision of law specified or 
described in paragraph (1) of this subsection, or 

“i) within the purview of any article or provision of law specified 
or described in paragraph (2) of this subsection insofar as such 
offense is within the purview of any article or provision of law speci- 
fied or described in paragraph (1) or paragraph (2)(A) of this 
subsection, 

‘*(B) in falsely testifying before any Federal grand jury, court of the 
United States, or court-martial with respect to his service as an officer or 
employee of the Government in connection with any matter involving 
or relating to an interference with or endangerment of, or involving or 
relating to any plan or attempt to interfere with or endanger, the national 
security or defense of the United States, or 

“(C) in falsely testifying before any congressional committee in con- 
néction with any matter under inquiry before such congressional com- 
mittee involving or relating to any interference with or endangerment of, 
or involving or relating to any plan or attempt to interfere with or en- 
danger, the national security or defense of the United States; and 

PF (4) subornation of perjury committed in connection with the false denial 
or false testimony of another person as specified in paragraph (3) of this 
subsection. 

““(b) There shall not be paid to any person convicted, prior to, on, or after the 
date of enactment of this amendment, under any article or provision of law 
specified or described in this subsection, of any offense within the purview of such 
article or provision to the extent provided in this subsection, or to any survivor or 





AMENDMENTS TO THE HISS ACT 3 


beneficiary of such person so convicted, for any period subsequent to the date of 
such conviction or subsequent to the date of enactment of this amendment, 
whichever date is later, any annuity or retired pay on the basis of the service of 
such person (subject to the exceptions contained in section 10 (2) and (3) of this 
Act) which is creditable toward such annuity or retired pay— 

(1) any offense within the purview of— 

(A) section 222 (violation of specific sections) or section 223 (viola- 
tion of sections generally) of the Atomic Energy Act of 1954 (68 Stat. 
958; 42 U.S.C. 2272. and 2273) insofar as such offense under such section 
222 or 223 is committed with intent to injure the United States or with 
intent to secure an advantage to any foreign nation. 

“(B) section 224 (communication of restricted data), section 225 
(receipt of restricted data), or section 226 (tampering with restricted 
data) of the Atomic Energy Act of 1954 (68 Stat. 958 and 959; 42 U.S.C, 
2274, 2275, and 2276), or 

“(C) section 4 (conspiracy and communication or receipt of classified 
information), section 112 (conspiracy or evasion of apprehension during 
internal security emergency), or section 113 (aiding evasion of appre- 
hension during internal security emergency of the Internal Security Act 
of 1950 (64 Stat. 991, 1029, and 1030; 50 U.S.C. 783, 822, and 823); 

(2) any offense within the purview of any current article of the Uniform 
Code of Military Justice (chapter 47 of title 10 of the United States Code), 
or any prior article on which such current article is based, on the basis of 
charges and specifications describing a violation of any provision of law 
specified or described in paragraph (1), (3), or (4) of this subsection, if the 
executed sentence includes death, dishonorable discharge, or dimissal from the 
service, or if the defendant dies before execution of such sentence as finally 
approved; 

““(3) perjury committed under the laws of the United States or of the 
District of Columbia in falsely denying the commission of an act which 
constitutes any of the offenses within the purview of any provision of law 
specified or described in paragraph (1) of this subsection; and 

“(4) subornation of perjury committed in connection with the false 
denial of another person as specified in paragraph (3) of this subsection. 

“Src. 2. (a) There shall not be paid to any person who, prior to, on, or after 
September 1, 1954, has failed or refused or fails or refuses, upon the ground of 
self-incrimination, to appear, testify, or produce any book, paper, record, or other 
document, relating to his service as an officer or employee of the Government, 
before a Federal grand jury, court of the United States, court-martial, or con- 
gressional committee, in any proceeding with respect to— 

(1) any relationship which he has had or has with a foreign government, or 

“(2) any matter involving or relating to any interference with or endanger- 
ment of, or involving or relating to any plan or attempt to interfere with or 
endanger, the national security or defense of the United States, 

or*to the survivor or beneficiary of such person, for any period subsequent to 
September 1, 1954, or subsequent to the date of such failure or refusal of such 
person, whichever date is later, any annuity or retired pay on the basis of the 
service of such person (subject to the exceptions contained in section 10 (2) and 
(3) of this Act) which is creditable toward such annuity or retired pay. 

“(b) There shall not be paid to any person who, prior to, on, or after September 
1, 1954, knowingly and willfully, has made or makes any false, fictitious, or 
fraudulent statement or representation, or who, prior to, on, or after such date, 
oe and willfully, has concealed or conceals any material fact, with respect 
to his— 

(1) past or present membership in, affiliation or association with, or 
support of the Communist Party, or any chapter, branch, or subdivision 
thereof, in or outside the United States, or any other organization, party, or 
group advocating (A) the overthrow, by force, violence, or other unconsti- 
tutional means, of the Government of the United States, (B) the establish- 
ment, by force, violence, or other unconstitutional means, of a Communist 
totalitarian dictatorship in the United States, or (C) the right to strike against 
the Government of the United States, 

“*(2) conviction, under any article or provision of law specified or described 
in subsection (a) of the first section of this Act,-of any offense within the 
purview of such subsection (a) to the extent provided in such subsection, or 

(3) failure or refusal to appear, and testify, or produce any book, paper, 
record, or other document, as specified in subsection (a) of this section, 





4 AMENDMENTS TO THE HISS ACT 


for any period subsequent to September 1, 1954, or subsequent on the date on 
which any such statement, representation, or concealment of fact is made or 
occurs, whichever date is later, in any document executed by such person in con- 
nection with his employment in, or application for, a civilian or military office or 
position in or under the legislative, executive, or judicial branch of the Govern- 
ment of the United States or the government of the District of Columbia, or to 
the survivor or beneficiary of such person, any annuity or retired pay on the basis 
of the service of such person (subject to the exceptions contained in section 10 (2) 
and (3) of this Act) which is creditable toward such annuity or retired pay. 
‘(c) There shall not be paid to any person who, prior to, on, or after the date 
of enactment of this amendment, knowingly and willfully, has made or makes 
any false, fictitious, or fraudulent statement or representation, or who, prior to, 
on, or after such date, knowingly and willfully, has concealed or conceals any 
material fact, with respect to his conviction, under any article or provision of law 
specified or described in subsection (b) of the first section of this Act, of any offense 
within the purview of such subsection (b) to the extent provided in such sub- 
section, for any period subsequent to the date of enactment of this amendment 
or subsequent to the date on which any such statement, representation, or conceal- 
ment of fact is made or occurs, whichever date is later, in any document executed 
by such person in connection with his employment in, or application for, a civilian 
or military office or position in or under the legislative, executive, or judicial branch 
of the Government of the United States or the government of the District of Co- 
lumbia, or to the survivor or beneficiary of such person, any annuity or retired pay 
on the basis of the service of such person (subject to the exceptions contained in 
section 10 (2) and (3) of this Act) which is creditable toward such annuity or 
retired pay. 
“Src. 3. There shall not be paid to any person— 

“(1) who (A) after July 31, 1956, is under indictment, or has outstanding 
against him charges preferred under the Uniform Code of Military Justice, 
for any offense within the purview of subsection (a) of the first section of 
this Act, or (B) after the date of enactment of this amendment, is under 
indictment, or has outstanding against him charges preferred under the 
Uniform Code of Military Justice, for any offense within the purview of 
subsection (b) of such first section, and 

“(2) who willfully remains outside the United States, its Territories and 
possessions, and the Commonwealth of Puerto Rico for a period in excess 
of one vear with knowledge of such indictment or charges, as the case may be, 

for any period subsequent to the end of such one-year period, or to the survivor 
or beneficiary of such person, any annuity or retired pay on the basis of the 
service of such person (subject to the exceptions contained in section 10 (2) and 
(3) of this Act) which is creditable toward such annuity or retired pay, unless 
and until— 

“(i) a nolle prosequi to the entire indictment is entered upon the record, 
or — charges have been dismissed by competent authority, as the case 
may he, 

“‘(ii) such person returns and thereafter the indictment, or charges, is or 
are dismissed, or 

“(ii) after trial by court or court-martial, as applicable, the accused is 
found not guilty of the offense or offenses referred to in paragraph (1) of 
this section. 

“Sac. 4. (a) In the case of— 

(1) the conviction of any person, under any article or provision of law 
specified or described in subsection (a) of the first section of this Act, of any 
offense within the purview of such subsection (a) to the extent provided in 
such subsection, or the commission by any person of any violation of sub- 
section (a) or (b) of section 2 of this Act, or 

““(2) the conviction of any person, under any article or provision of law 
specified or described in subsection (b) of the first section of this Act, of any 
offense within the purview of such subsection (b) to the extent provided in 
such subsection, or the commission by any person of any violation of sub- 
section (c) of section 2 of this Act, 

any amounts contributed by such person toward an annuity the benefits of which 
are denied under this Act (less any amounts previously refunded or previously 
— as annuity benefits) shall be refunded, upon appropriate application there- 
‘or— 
**(A) to such person, 
““(B) if such person is deceased, to such other person or persons as 
may be designated to receive refunds by or under the law, regulation, 
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or agreement under which the annuity (the benefits of which are denied 
under this Act) would have been payable, or 

“(C) if there is no such designation, in the order of precedence pre- 
scribed in section 11(c) of the Civil Service Retirement Act (70 Stat. 
755; 5 U.S.C. 2261(c)). 

“(b) Each refund under subsection (a) of this section shall be made with 
interest at such rates and for such periods as may be provided under the law, 
regulation, or agreement under which the annuity would have been payable. 
Such interest shall not be computed— 

(1) if paragraph (1) of subsection (a) of this section is applicable, for 
any senked after the date of conviction or commission of violation, as the 
case may be, or after September 1, 1954, whichever date is later, or 

(2) if paragraph (2) of subsection (a) of this section is applicable, for any 
period after the date of conviction or commission of violation, as the case 
may be, or after the date of enactment of this amendment, whichever date 
is later. 

“(e) No person whose annuity is denied under this Act shall be required to 
repay that part of any annuity otherwise properly paid to such person which is 
in excess of the aggregate amount of his own contributions toward such annuity, 
with applicable interest. 

“(d) No survivor or beneficiary of any such person shall be required to repay 
that part of any annuity otherwise properly paid to such person or to such survivor 
or beneficiary on the basis of the service of such person which is in excess of the 
aggregate amount of the contributions of such person toward annuity, with 
applicable interest. 

“Suc. 5. (a) No person (including an eligible beneficiary under chapter 73 of 
title 10 of the United States Code or under section 5 of the Uniformed Services 
Contingency Option Act of 1953 (67 Stat. 504; 37 U.S.C., 1952 edition, Supp. III, 
sec. 374)) to whom payment of retired pay is denied under this Act shall be 
required to refund to the United States any retired pay otherwise properly paid 
to such ape or beneficiary which is paid in violation of this Act. 

““(b) In the case of the conviction of, or the commission of any violation by, 
any person to the extent provided in paragraph (1) or paragraph (2), as the case 
may be, of section 4(a) of this Act, any deposits made under section 1438 of 
chapter 73 of title 10 of the United States Code, or under section 5 of the Uniformed 
Services Contingency Option Act of 1953 (67 Stat. 504; 37 U.S.C., 1952 edition, 
Supp. ITI, sec. 374), to provide the eligible beneficiary with annuity for any period 
(less amounts previously paid as retired pay benefits) shall be refunded, upon 
appropriate application therefor, in accordance with such section 4(a), with 
interest as provided in section 4(b) of this Act. 

“Sec. 6. (a) The right to receive an annuity or retired pay shall be deemed 
restored to any person convicted, prior to, on, or after September 1, 1954, of an 
offense which is within the purview of the first section of this Act or which con- 
stitutes a violation of section 2 of this Act, for which he is denied under this Act 
an annuity or retired pay, to whom a pardon of such offense is granted by the 
President of the United States, prior to, on, or after September 1, 1954, and to the 
survivor or beneficiary of such person. Such restoration of the right to receive 
an annuity or retired pay shall be effective as of the date on which such pardon is 
granted. Any amounts refunded to such person under section 4 or 5(b) of this 
Act shall be redeposited before credit is allowed for the period or periods of service 
covered by the refund. No payment of annuity or retired pay shall be made, by 
virtue = such pardon, for any period prior to the date on which such pardon is 
granted. 

“(b) The President is authorized to restore, effective as of such date as he may 
prescribe, the right to receive an annuity or retired pay to any person who is 
denied, prior to, on, or after September 1, 1954, an annuity or retired pay under 
section 2 of this Act, and to the survivor or beneficiary of such person. Any 
amounts refunded to such person under section 4 or 5 (b) of this Act shall be re- 
deposited before credit is allowed for the period or periods of service covered by 
the refund. No payment of annuity or retired pay shall be made, by virtue of 
such restoration of annuity or retired pay by the President under this subsection, 
for any period prior to the effective date of such restoration of annuity or retired 
pay. 

“(ce) The right to receive an annuity or retired pay shall not be denied because 
of any conviction of an offense which is within the purview of the first section of 
this Act or which constitutes a violation of section 2 of this Act, in any case in 
which it is established by satisfactory evidence that such conviction or violation 
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resulted from proper compliance with orders issued, in a confidential relationshi p 
by a department, agency, establishment, or other authority of any branch of the 
Government of the United States or of the government of the District of Columbia. 

“Src. 7. No accountable officer or employee of the Government shall be held 
responsible for any payment made in violation of any provision of this Act if such 
payment is made in due course and without fraud, collusion, or gross negligence. 

“Sec. 8. (a) The President may— 

(1) drop from the rolls any member of the armed forces, and any member 
of the Coast and Geodetic Survey or of the Public Health Service, who is 
deprived of retired pay under the provisions of this Act, and 

**(2) (A) restore to any person so dropped from the rolls to whom retired 
pay is restored by reason of any provision of or change in this Act (includ- 
ing the provisions of section 2 of the Act which enacts this clause), his mili- 
tary status, and (B) restore to him and his beneficiaries all rights and priy- 
ileges of which he or they were deprived by reason of his name having been 
dropped from the rolls. 

“(b) If the person so restored was a commissioned officer, he may be reappointed 
by the President alone to the grade and position on the retired list which he held 
at the time his name was dropped from the rolls. 

“Sec. 9. This Act shall not be construed to restrict any authority under any 
other provision of law to deny or withhold benefits authorized by law. . 

“Sec. 10. As used in this Act— 

(1) the term ‘officer or employee of the Government’ includes— 

“(A) an officer or employee in or under the legislative, executive, or 
judicial branch of the Government of the United States; 

“(B) a Member of, Delegate to, or Resident Commissioner in, the 
Congress of the United States; 

““(C) an officer or employee of the government of the District of 
Columbia; and 

“(D) a member or former member of the armed forces, the Coast 
and .Geodetic Survey, or the Public Health Service. 

“(2) the term ‘annuity’ means any retirement benefit (including any 
disability insurance benefit and any dependent’s or survivor’s benefit under 
title II of the Social Security Act and any monthly annuity under section 2 
or section 5 of the Railroad Retirement Act of 1937) payable by any depart- 
ment or agency of the Government of the United States or the government of 
the District of Columbia upon the basis of service as a civilian officer or 
employee of the Government and any other service which is creditable to an 
officer or employee of the Government toward such benefit under the law, 
regulation, or agreement providing such benefit, except that— 

“(A) the term ‘annuity’ does not include any benefit provided under 
‘laws administered by the Veterans’ Administration; 

“(B) the term ‘annuity’ does not include salary or compensation 
which may not be diminished under section 1 of Article III of the 
Constitution of the United States; 

“(C) the term ‘annuity’ does not include, in the case of a benefit 
payable under title II of the Social Security Act, so much of such benefit 
as would be payable without taking into account (for any of the purposes 
of such title II, including determinations of periods of disability under 
section 216 (i)) any remuneration for service as an officer or employee 
of the Government; 

“(D) the term ‘annuity’ does not include any monthly annuity awarded 
under section 2 or section 5 of the Railroad Retirement Act of 1937 prior 
to the date of enactment of this amendment and, in the case of any such 
annuity awarded on or subsequent to the date of enactment of this 
amendment, does not include so much of such annuity as would be pay- 
able without taking into account any military service creditable under 
section 4 of such Act; 

“‘(E) the term ‘annuity’ does not include any retirement benefit (in- 
cluding any disability insurance benefit and any dependent’s or survi- 
vor’s benefit under title II of the Social Security Act) of any person to 
whom such benefit has been awarded or granted prior to September |, 
1954, or of the survivor or beneficiary of such person, insofar as concerns 
the conviction of such person, prior to such date, under any article or 
provision of law specified or described in subsection (a) of the first sec- 
tion of this Act, of any offense within the purview of such subsection (a) 
to the extent provided in such subsection, or the commission by such 





AMENDMENTS TO THE HISS ACT 7 


person, prior to such date, of any violation of subsection (a) or (b) of 
section 2 of this Act; and 

“(F) the term ‘annuity’ does not include any retirement benefit (in- 
cluding any disability insurance benefit and any dependent’s or survivor’s 
benefit under title II of the Social Security Act) of any person to whom 
such benefit has been awarded or granted prior to the date of enactment 
of this amendment, or of the survivor or beneficiary of such person, 
insofar as concerns the conviction of such person, prior to such date, 
under any article or provision of law specified or described in subsection 
(b) of the first section of this Act, of any offense within the purview of 
such subsection (b) to the extent provided in such subsection, or the 
commission by such person, prior to such date, of any violation of sub- 
section (c) of section 2 of this Act. 

“(3) the term ‘retired pay’ means retired pay, retirement pay, retainer 
ay, or equivalent pay, payable under any law of the United States to mem- 
ers or former members of the armed forces, the Coast and Geodetic Survey, 

and the Public Health Service, and any annuity payable to an eligible bene- 
ficiary of any such member or former member under chapter 73 (annuities 
based on retired or retainer pay) of title 10 of the United States Code, or 
under section 5 of the Uniformed Services Contingency Option Act of 1953 
(67 Stat. 504; 37 U.S.C., 1952 edition, Supp. IIT, sec. 374), except that— 
“(A) the term ‘retired pay’ does not include any benefit provided under 
laws administered by the Veterans’ Administration; 
““(B) the term ‘retired pay’, as applicable to retired pay, retirement 
pay, retainer pay, and equivalent pay, does not include any such pay 
the of any person to whom such pay has been awarded or granted prior to 
September 1, 1954, insofar as concerns the conviction of such person, 
it of prior to such date, under any article or provision of law specified or 
described in subsection (a) of the first section of this Act, of any offense 
within the purview of such subsection (a) to the extent provided in such 
subsection, or the commission by such person, prior to such date, of any 
violation of subsection (a) or (b) of section 2 of this Act; 

“(C) the term ‘retired pay’, as applicable to retired pay, retirement 
pay, retainer pay, or equivalent pay, does not include any such pay of 
any person to whom such pay has been awarded or granted prior to the 
date of enactment of this amendment insofar as concerns the conviction 
of such person, prior to such date, under any article or provision of law 
specified or described in subsection (b) of the first section of this Act, 
of any offense within the purview of such subsection (b) to the extent 
provided in such subsection, or the commission by such person, prior 
to _— date, of any violation of subsection (c) of section 2 of this Act; 
E an 
ation “(D) the term ‘retired pay’, as applicable to an annuity payable to 
r the the eligible beneficiary of any person under chapter 73 of title 10 of 

the United States Code, or under section 5 of the Uniformed Services 

snefit Contingency Option Act of 1953 (67 Stat. 504; 37 U.S.C., 1952 edition, 
onefit Supp. III, sec. 374), does not include any such annuity of any such 
poses beneficiary if such annuity has been awarded or granted to such bene- 
inder ficiary, or if retired pay has been awarded or granted to such person, 
loyee prior to the date of enactment of this amendment insofar as concerns— 
“(i) the conviction, prior to such date, of the person on the basis 

irded of whose service such annuity is awarded or granted, under any 
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to the extent specified in such section, or 

“‘(ii) the commission by such person, prior to such date, of any 
violation of section 2 of this Act. 

: **(4) the term ‘armed forces’ shall have the meaning provided for such 
t (in- term by title 10 of the United States Code. 
UrvI- “Sec. 11. If any provision of this Act, or the application of such provision to 
on to any person or circumstance, shal! be held invalid, the remainder of this Act, or 
ver I, the application of such provision to persons or circumstances other than those 
cerns as to which it is held invalid, shall not be affected thereby.” 
cle or Src. 2. (a) Subject to subsection (b) of this section, any person, including his 
t sec- survivor or beneficiary, to whom annuity or retired pay is not payable under the 
yn (2) Act of September 1, 1954, as in effect at any time prior to the date of enactment 
such of this Act, by reason of any conviction of an offense, any commission of a viola- 
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tion, or any absence under indictment, or under charges, for any offense, shall be 
restored the right to receive such annuity or retired pay, for any and all periods 
for which he would have had the right to receive such annuity or retired pay if 
the Act of September 1, 1954, had not been enacted, unless, under the amendment 
made by the first section of this Act, such annuity or retired pay remains non- 
payable to such person, including his survivor or beneficiary. 

(b) No annuity accrued or accruing, prior to, on, or after the date of enactment 
of this Act, on account of the restoration, by reason of the amendment made by 
the first section of this Act and by reason of subsection (a) of this section, of the 
right to receive such annuity, shall be paid until any sum refunded under section 3 
of the Act of September 1, 1954, as in effect prior to the date of enactment of such 
amendment, is deposited or is collected by offset against the annuity. 

Sec. 3. The elimination, by reason of the amendment made by the first section 
of this Act, of section 10 of the Act of September 1, 1954 (68 Stat. 1145; Public 
Law 769, Eighty-third Congress), as in effect immediately prior to the date of 
enactment of this Act, shall not be held or considered to modify, change, or 
otherwise affect the amendment made by subsection (a) of such section 10 or the 
application of such amendment as provided in subsection (b) of such section 10. 


[S. 876, 86th Cong., 1st sess.] 


A BILL To amend the first section of the Act entitled “‘An Act to prohibit payment of annuities to officers 
and employees of the United States convicted of certain offenses, and for other purposes’’, approved 
Septem 1, 1954, so as to limit its application to cases involving the national security 

Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first section of the Act entitled “An 
Act to prohibit payment of annuities to officers and employees of the United 
States convicted of certain offenses, and for other purposes’”’, approved September 
1, 1954 (68 Stat. 1142), is amended to read as follows: 

“There shall not be paid to any person convicted prior to, on, or after the date of 
enactment of this Act of any of the following offenses described in this section, or 
to the survivor or beneficiary of such person so convicted, for any period subse- 
quent to the date of such conviction or the date of enactment of this Act, which- 
ever is later, any annuity or retired pay on the basis of the service of such person 
as an officer or employee of the Government: 

**(1) Any offense defined in chapter 37 (relating to espionage and censorship), 
chapter 105 (relating to sabotage), or chapter 115 (relating to treason, sedition, and 
subversive activities) of title 18 of the United States Code, or in section 10 or 16 
of the Atomic Energy Act of 1946 (42 U.S.C. 1810 and 1816); 

(2) Perjury committed under the laws of the United States or of the District 
of Columbia (A) in falsely denying the commission of an act which constitutes any 
of the offenses described in paragraph (1) of this section, (B) in falsely testifying 
before any Federal grand jury or court of the United States with respect to his 
service as an officer or employee of the Government in connection with any case or 
proceeding involving any interference with or endangering of, or any plans or 
attempts to interfere with or endanger the national security or defense of the 
United States, or (C) in falsely testifying before any congressional committee in 
connection with any matter under inquiry before such congressional committee 
relating to any interference with or endangering of, or any plans or attempts to 
interfere with or endanger the national security or defense of the United States; 
or subornation of perjury committed in connection with the false denial or false 
testimony of another person as specified in this paragraph.” 

Sec. 2. The amendment made by the first section of this Act shall take effect 
as of September 1, 1954, but no annuity shall be deemed to have accrued, by reason 
of the amendment made by this Act, for any period prior to the date of its enact- 
ment. 


Civit Service Commission, 
Washington, D.C., March 18, 1959. 
Hon. Ourn D. JoHNsTON, 
Chairman, Committee on Post Office and Civil Service, 
U.S. Senate. 


Dear SENATOR JoHNSTON: This refers further to your letter of January 19, 
1959, requesting Commission report on 8. 91, a bill to amend the act of Septem- 
ber 1, 1954, in order to limit to cases involving the national security the prohibition 
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on payment of annuities and retired pay to officers and employees of the United 
States, to clarify the application and operation of such act, and for other purposes. 

In the more than 34 years between the effective date of the original Civil 
Service Retirement Act (August 1920) and enactment of Public Law 769 on 
September 1, 1954, the concept of the act was that an employee who met the 
requirements specified therein was entitled to annuity regardless of reason for 
separation or other consideration. In other words, the Government guaranteed 
to the individual as part of his employment contract a defined retirement benefit 
upon his completion of a stipulated service period, payment of the required con- 
tribution, and attainment of a specified age or becoming disabled. If he met 
these conditions, a discharge for cause regardless of the reason, the commission 
of a crime, the loss of U.S. citizenship, etc., did not defeat the right already earned 
When survivorship provisions were placed in the law, the same concept operated 
as regards survivors of deceased employees or annuitants. 

Public Law 769 changed this concept to the extent that it denies employee and 
survivor annuity in any case where the employee is convicted of a criminal offense 
covered therein or commits an enumerated act. Section 1 of Public Law 769 bars 
payment of annuity to an employee (and to his survivors) if he is convicted of any 
of the Federal criminal offenses covered therein. Section 2 thereof bars retire- 
ment benefits for failure to appear, testify, or produce records, or for making false 
or fraudulent statements, involving matters many of which are outside the realm 
of national security. 

In its report of July 15, 1958, to you regarding S. 195, a bill in the 85th Con- 
gress to limit the first section of Public Law 769 to cases involving national secu- 
rity, the Commission expressed its concurrence in such objective but proposed 
substitute language to fully carry it into effect. This exact language, limiting 
Public Law 769 in its entirety to national security cases, removing retroactively 
the bar against annuity award in postal depredation and similar cases, and ex- 
tending the bar to a limited number of loyalty offenses, is incorporated in S. 91 
(subject to two slight corrections—placing a parenthesis after “‘emergency”’ in 
line 13, page 7, and substituting ‘‘to’’ for the first ‘‘on”’ in line 8, p. 10). 

Since July 1958, staff officials of the Commission, the House legislative counsel’s 
office, and the House Post Office and Civil Service Committee have carefully 
studied the format and substance of this proposal and considered certain language 
changes suggested by other interested agencies. Most of these changes were for 
the purpose of improving clarity of expression and ease of administration. None 
were intended to or do affect the basic purposes or objectives of the bill. For 
example, one suggestion, which on page 20 would insert after the word “‘amend- 
ment” in line 15 the material ‘‘ (whether or not computed under sec. 3(e) of such 
act)” and substitute for the words ‘‘such annuity awarded” on line 16 the clause 
“annuity awarded under such section 2 or 5,’’ would make it easier for Railroad 
Retirement Board to administer the law if enacted. 

Following this study and several discussion meetings, an amended draft in- 
corporating the clarifying changes found warranted was prepared. It is this 
latter draft which the Commission transmitted to Vice President Nixon on January 
29, 1959, with recommendation for its favorable consideration by Congress. The 
Commission urges that S. 91, amended to incorporate the new language, be enacted 
into law. 

The Bureau of the Budget advises there would be no objection to the submission 
of this report to your committee. 

By direction of the Commission: 

Sincerely yours, 


Rocer W. Jones, Chairman. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BUDGET, 
Washington, D.C., February 19, 1959. 


Hon. Orin D. JoHNsTON 
Chairman, Committee on Post Office and Civil Service, 
U. S. Senate, Washington, D.C. 


My Derar Mr. Cuairman: This is in response to your request of January 19, 
1959, for our views on §. 91, a bill to amend the so-called Hiss law. 

The Bureau would prefer consideration of the draft bill on this subjeet which 
the Civil Service Commission forwarded to the Vice President on January 29, 
1959, because it contains a number of additional provisions which executive 
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branch agencies believe are important in any amendment of the act of Septem- 
ber 1, 1954. 
Sincerely yours, 
Puitup 8. Huaenss, 
Assistant Director for Legislative Reference. 


DEPARTMENT OF JUSTICE, 
OrFIcE OF THE Deputy ATTORNEY GENERAL, 
Washington, D.C., March 17, 1959. 
Hon. On D. JouNnston, 
Chairman, Committee on Post Office and Civil Service, 
U.S. Senate, Washington, D.C. 


Dear Senator: This is in response to your request for the views of the Depart- 
ment of Justice concerning the bill, 8. 91, to amend the act of September 1, 1954, 
in order to limit to cases involving the national security the prohibition on payment 
of annuities and retired pay to officers and employees of the United States, to 
clarify the application and operation of such act, and for other purposes. 

Although the Department supports the basic philosophy of the bill it prefers 
the text of H.R. 4601 and H.R. 4602, now pending before the House Committee 
on Post Office and Civil Service. 

One consideration, applicable to 8. 91 and H.R. 4601 and H.R. 4602 alike, is 
called to your attention. Section 10 of the act of September 1, 1954, amended 
section 3282 of title 18, United States Code, so as to extend to 5 years the statute 
of limitations generally applicable to noncapital criminal offenses. As proposed 
to be revised by section 1 of the legislation under consideration, section 10 of the 
original enactment would be deleted. Section 3 of the respective bills is appar- 
ently intended to continue the effectiveness of such section 10 despite its deletion 
from the act. It is the view of the Department of Justice that it would be much 
clearer and more direct to continue the provisions of section 10 of the act of 
September 1, 1954, in the restatement of that act as proposed in section 1 of the 
bill. This would eliminate any need for section 3 of the bill, and would avoid 
any possibility of litigation as to the effect of the omission of section 10 from 
the revised act. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely yours, 
LAWRENCE E. WaALsH, 
Deputy Attorney General. 


CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, D.C., February 11, 1959. 
Hon. Orn D. Jounson, 
Chairman, Committee on Post Office and Civil Service, 
U.S. Senate. 
Dear Mr. CuarrMan: Your letter of January 19, 1959, requests our views on 
. 91. 

The bill would amend the act of September 1, 1954, Public Law 769, 83d Con- 
gress, so as to remove therefrom those provisions which prohibit payment of 
annuities and retirement pay to persons who have committed offenses, acts, or 
omissions which do not involve the security of the United States; also, there would 
be added to the coverage of Public Law 769, certain offenses relating to the security 
of the United States including offenses of that nature under the Uniform Code of 
Military Justice. 

Section 2(a) of the bill would provide for the restoration of annuities or retired 
pay (retroactive to September 1, 1954, the effective date of Public Law 769) to 
persons who would have had the right to receive such annuities or retired pay if the 
act of September 1, 1954, had not been enacted, unless, under the restatement of 
such act the payment of such annuities or retired pay is still prohibited. 

We understand there have been numerous cases under Public Law 769 wherein 
annuities or retired pay have been denied because of convictions of offenses pri- 
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marily dealing with embezzlements and with theft or rifling of the mails. In some 
cases the employees involved were reemployed in the Government service sub- 
sequent to their conviction and have rendered faithful service for many years. 

It seems fairly evident that Public Law 769 has created inequities which were 
not foreseen at the time of the enactment of the statute. The bill, S. 91, would 
correct such inequities but still leave intact the provisions prohibiting the payment 
of annuities or retired pay in cases involving treason, espionage, sabotage, sedition, 
and subversive activities. In view thereof, we favor enactment of the proposed 
legislation. 

"The bills, S. 195 of the 85th Congress, and S. 2981 of the 84th Congress, some- 
what similar to the present bill, were the subject of our reports of January 16, 1957, 
and February 16, 1956, respectively. 

Sincerely yours, 
JOSEPH CAMPRELL, 
Comptroller General of the United States. 


Senator Cuark. I would like to welcome each one of you this 
morning. 

Our first witness this morning will be Mr. Phillip S. Hughes, 
Assistant Director for Legislative Reference, Bureau of the Budget. 

Do you have a prepared statement? 

Mr. Hueues. No, sir; I do not. 

Senator Cuarx. All right, sir. For the record, will you please 
identify yourself. 


STATEMENT OF PHILLIP S. HUGHES, ASSISTANT DIRECTOR FOR 
LEGISLATIVE REFERENCE, BUREAU OF THE BUDGET 


Mr. Hueues. I am Phillip S. Hughes, Assistant Director for 


Legislative Reference, Bureau of the Budget, and if it’s agreeable, Mr. 
Chairman, I would like to reaffirm the position expressed in our letter 
of February 19 to the committee, wherein we stated we favor the 
objectives of S. 91, but that, for largely technical reasons, we would 
prefer consideration of the draft bill forwarded by the Civil Service 
Commission to the Vice President on January 29 of this year. 

Senator Ciark. I think that makes it clear enough. 

Mr. Brawtey. Are you familiar, Mr. Hughes, with the latest letter 
from the Civil Service Commission which reports on S. 91? It is 
dated March 13, 1959, which I think practically endorses S. 91, with 
one or two minor technical changes. 

Mr. Huaues. I believe the letter and changes to which you refer 
are those which would be involved in the draft previously submitted 
by the Commission to the committee. 

Senator Cuarkx. Thank you very much, Mr. Hughes. 

Our next witness will be the Honorable Roger W. Jones, Chairman 
of the U.S. Civil Service Commission. 

Mr. Jones, it is certainly a pleasure to welcome you here in your 
new capacity. I know we are going to profit mutually from our 
association. 

Mr. Jones. Thank you very much, Mr. Chairman. I look forward 
to that as much as the committee does. 

I do have a short statement. It is very short, but I think it sets a 
little focus, Senator Clark, and if I may, I will read it. 

Senator CLark. Yes; indeed. 
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STATEMENT OF ROGER W. JONES, CHAIRMAN, U.S. CIVIL SERVICE 
COMMISSION ; ACCOMPANIED BY WARREN B. IRONS, EXECUTIVE 
DIRECTOR 


Mr. Jones. Mr. Chairman and Senator Langer, I am happy to 
appear before you this morning for the first time since I took office as 
a member and Chairman of the Civil Service Commission. I am 
deeply appreciative of the full committee’s consideration of me when 
I appeared before them some days ago as a nominee for the office | 
now hold, and for their recommendation that the Senate act favorably 
on my nomination. 

The committee knows my colleagues Mrs. Gunderson and Mr, 
Lawton. May I say for the record that I have the deepest respect for 
and confidence in them. It will be our purpose to give to the com- 
mittee and its subcommittees the best information available to us on 
all matters on which we may be called upon to testify before you. 

The matter before the committee this morning is 8.91, introduced by 
Senator Johnston to amend Public Law 769, 83d Congress, to limit 
its 5 ge to cases wherein the security of our country is involved. 

I believe we should first consider what the results have been from 
the operation of Public Law 769. It is well known to the committee 
that this law has caused the Commission, the Budget Bureau, and the 
administration much concern. It was enacted at a time when unusual 
Hae were being exerted upon the Congress for some restricting 
egislation. As a result, Public Law 769 contained provisions which 
went beyond the basic intent of denying a Federal retirement award to 
persons convicted of major offenses, particularly those involving 
disloyalty and national security. The court decisions to date seem to 
indicate that early doubts regarding the constitutionality of the 
numerous bills originally presented were justified. In large part these 
doubts underlay the adverse position taken by the Commission on 
those bills. While later making no specific objection to enactment of 
an appropriate kind of remedial] legislation, the Commission continued 
to point out the general undesirability of the approach. 

The U.S. Court of Claims, on July 16, 1958, held unconstitutional 
that portion of section 2 of Public Law 769 as it related to Mr. Max 
Steinberg. The annuity otherwise due Mr. Steinberg had been termi- 
nated, as required by said law, because of his having invoked protection 
of the fifth amendment to the Constitution in refusing to testify before 
a grand jury regarding a matter not involving national security. 
Since this case will not be reviewed by the Supreme Court, that de- 
cision stands as final. In a closely comparable situation, the District 
Court of the United States for the District of Columbia, on January 
13, 1959, in the case of Nestor v. Folsom, held unconstitutional section 
202(n) of the Social Security Act under which Mr. Ephram Nestor’s 
social security benefit payments were stopped because of his having 
been deported due to past membership in the Communist Party. 
Here is a judicial trend worthy of note. 
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Another important factor to consider is the experience gained in 
4% years’ operation under the law. While other agencies adminis- 
tering different retirement systems doubtless effected denial actions 
thereunder, I believe the large majority of cases arose in adminis- 
tration of the Civil Service Retirement Act. As shown by the Com- 
mission’s letter of January 29 to Vice President Nixon urging amend- 
ment of Public Law 769, about 5 percent of the cases denied might 
have involved national security. The remainder ranged from this 
serious level down to cases where the offense was not such as to inter- 
fere with further long and faithful Government service. 

I do not wish to repeat anything already in the record. I would 
like to emphasize that the language the Commission presented shortl 
after S. 91 had been introduced is the result of long and chars 
consideration involving many draftings and redraftings, much of it 
in recent months under the auspices of the other House. The basic 
work thereon was done by the Office of the House legislative counsel 
in collaboration with staff members of the House Post Office and 
Civil Service Committee, and staff officials of the Civil Service Com- 
mission. Technical assistance was also secured from the Department 
of Defense, the Department of Health, Education, and Welfare, and 
the Railroad Retirement Board, in order that the needs of these 
agencies as regards the laws they administer could be fully met. 
Certain suggestions by the Department of Justice have been incor- 
porated therein. 

Therefore, as pointed out in the Commission’s recent report to you 
on S. 91, the continuing work after the adjournment of the last Con- 
gress Showed the need for a few changes not involving substance, but 
aimed at clarity and ease of administration. These amendments are 
incorporated in the draft forwarded to Congress on January 29. As 
already indicated, these were not picked up in S. 91 because it was 
introduced 20 days earlier. H.R. 4601 and H.R. 4602, on which 
hearings were recently begun in the House committee, do contain the 
latest language. In our judgment, S. 91 should be amended to con- 
form to the House version of the bill. Commission staff officials 
stand ready to explain the amendments to your committee’s staff 
members, if desired, or to the committee itself. 

Senator Cuarkx. Mr. Jones, do you feel we need two bills? I see 
you refer to two House bills. 

Mr. Jones. No. Inthe House there cannot be multiple sponsorship, 
and these two bills 

Senator Cuark. Those are the bills which the Commission recom- 
mends for enactment? 

Mr. Jones. Yes, sir. 

May I conclude by reiterating the Commission’s view that the 
amended S. 91 would produce a result which is equitable and proper 
from the standpoint of the Government, as well as being fair to the 
employee and his survivors. I therefore urge upon Congress the 
desirability of early approval action. 
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In the very few days.since I assumed office at the Civil Service 
Commission, it has not been possible for me to become acquainted 
with the details of any of the annuity claims which, perforce, have 
been denied under Public Law 769. Under the circumstances, there- 
fore, I am sure the committee will permit other witnesses—and | 
have with me this morning Mr. Irons, our Executive Director—to 
answer questions with respect to the overall effects of the law or with 
respect to individual cases. 

That concludes the formal statement. I would like to add one or 
two things by way of informal testimony, if I may. 

In the first place, I think the committee would wish to know that 
in the House hearings which began a week ago, no opposition to this 
proposal developed so far as we could foresee, but the committee was 
interested in something of what we might call a differential analysis 
of the kind of cases that have been handled under the law up to date. 

The Commission has prepared rather extensive statistics which can 
be broken down almost in any way that the committee may desire to 
have it broken down, but I think chiefly two points emerge, both of 
which need emphasis. 

Of the 166 cases on which denials have been made 

Senator Crarx. Mr. Chairman, just for the record, would you 
define a little more fully what you mean by a denial? 

Mr. Jones. By a denial I mean instances in which application for 
an annuity has been denied by virtue of the application of the pro- 
visions of Law 769. 

Senator CrarK. Thank you. 

Mr. Jonss. Of these 166 cases originally denied, 125 involved 
offenses of postal employees. Now this at first blush appears to be 
both dramatic and perhaps startling. However, we would like to 
point out that it is not; and it is in the area of the postal employee 
denials that we think probably some of the greatest injustices have 
come about. 

We have enacted into law and have demanded as an administrative 
matter, the very highest and strictest observance of an extraordi- 
narily rigid code on the part of postal employees. 

This is proper, and I am sure the committee and the Congress would 
agree that we cannot for a moment relax the standards of conduct ex- 
pected of postal employees. 

However, I believe the committee would also agree that even where 
the Post Office finds it necessary, as a matter of public policy and 
proper discharge of public responsibility, to prosecute a postal em- 
ployee for the slightest infraction of the rules, that might not be the 
case under other circumstances. 

When I was before the committee the other day, I referred to a 
case that I did know something of, in which an employee of one of 
the manufacturing establishments in the Department of Defense 
stole some pencils. He was never prosecuted; of course, he was repri- 
manded; he might have been dropped from his job, I don’t recall. 

But a postal employee for some very minor infraction would 
necessarily be prosecuted, and under some circumstances, would 
probably be convicted as the thing now stands. 

No matter how slight this kind of infraction, if it results in a 
sentence of imprisonment, or a similar penalty, he would be denied 
an annuity. 
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I want to make this clear on the record. There is nothing wrong 
with our postal employees. They are not more susceptible of com- 
mitting crimes than anyone else. 

There are some other rather dramatic things about this which 
clearly indicate that we have extracted too high a penalty, and here, 
I believe, is one case. For example, the sentence involved was for a 
plasterer in the Navy who had over 35 years of service. He was 
charged with theft of Government property of a very minor kind, 
and he was sentenced to 1 hour in the custody of the U.S. marshal. 

And an entire lifetime of saving for his annuity, so to speak—or 
rather, other for retirement, was gone, and an annuity with an 
estimated value of over $35,000 had to be denied under those cir- 
cumstances. 

Now, of course, this is dramatic, but I think it illustrates the kind 
of circumstances that I do not believe it was ever the intent of the 
Congress to cover with this law. 

I am available for any questions the committee may have. 

Senator CLiarx. Senator Langer? 

Senator Lancer. No questions. 

Senator Ctark. Thank you very much, Mr. Jones. 

You think we would be well advised to bring our bill into line 
with House bill 4601? 

Mr. Jongs. I do, sir. 

I would like to suggest, with the chairman’s concurrence, that the 
staff of the Commission sit down with Mr. Brawley and Mr. Kerlin, 
and go over these changes. We were a little inhibited from doing 
this up to this time by virtue of the fact that we have been providing 
staff assistance to the House committee under the drafting rules. 

Senator Ctarx. Thank you very much, sir. 

Our next witness is Mr. Eugene J. Lyons, Assistant Postmaster 
General, Bureau of Personnel. 

We are very happy to have you here, Mr. Lyons. Will you just 
proceed in your own way? 


STATEMENT OF EUGENE J. LYONS, ASSISTANT POSTMASTER 
GENERAL, BUREAU OF PERSONNEL 


Mr. Lyons. Thank you, Senator. 

The Post Office Department does not have a formal statement. 
However, we would like to endorse the statement read by the Chair- 
man of the Civil Service Commission, and the position taken by him 
and the Assistant Director of the Budget for Legislative Reference. 

Senator Cuark. In other words, you think the Senate would be 
well advised to look closely at H.R. 4601, rather than report out S. 91? 

Mr. Lyons. Yes, sir. 

I have examined the proposed amendments, and they are clarifying 
amendments, which I think would make it much easier to administer 
the law properly. 

I would like to comment very briefly on the statements made 
informally by the Chairman of the Civil Service Commission. 

I alsoul’ like to point out first that the Post Office Department 
itself does not decide whether or not to prosecute an employee for 
any offense committed against the Postal Service. That decision is 
made by the U.S. district attorney having jurisdiction, and the Post 
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Office Department merely presents to the U.S. district attorney the 
facts, and he decides whether or not to prosecute. 

Second, I should like to comment that in many of these cases which 
appear on the surface to be somewhat minor, embezzlements in 
particular, have occurred over a long period of time, and while the 
employee may be indicted solely for a single embezzlement of a few 
dollars, the cae to prosecute generally is made only if the em- 


bezzlements are somewhat aggravated and have been over some period 
of time. 


Now these comments do not mean we do not endorse changes in the 
law, because we, first of all, question whether a penalty of this nature 
should be added to the penalty imposed by the courts and the Depart- 
ment, which usually means, of course, loss of position, since the 
conduct of the employee up until the time that he committed the 
offense presumably was good, and he had earned whatever annuity 
actually as a part of his compensation for working for the postal service. 

Senator CLark. Thank you very much, sir. 


Mr. Jerome J. Keating, vice president, National Association of 
Letter Carriers. 


Is he here? 


Mr. Kerwin. Mr. Keating is testifying on the House side. He has 
asked that his statement be included in the record. 

Senator Ciark. His statement will appear in the record. 

(The statement is as follows: ) 


STATEMENT OF JEROME J. KeaTiInG, Vice PRESIDENT, NATIONAL ASSOCIATION 
or LetreR CARRIERS 


Mr. Chairman, my name is Jerome J. Keating. I am vice president of the 
National Association of Letter Carriers, an organization representing 110,000 
letter carriers. 

I am appearing here today in the interest of simple justice. Thomas Jefferson, 
in the Declaration of Independence, called for ‘‘equal and exact justice for all 
men.” We believe that the experience of more than 4 years under Public Law 
769 has adequately proved this legislation is far more drastic and extensive than 
its sponsors and supporters intended it to be. Justice under Public Law 769 has 
been neither ‘“‘equal” nor “exact’’; ‘“‘the punishment has not fitted the crime.” 
Annuities have been denied 25 years after an offense was committed. Innocent 
wives and children have lost their annuities by virtue of a superimposed penalty 
on offenses long since atoned for. 

We were and still are very much in agreement with the basic purposes of the 
act, which simply were to deny annuities to those who were convicted of acts 
against the safety and security of their country. We believe that those who 
— or conspire against their own country are not entitled to protection in their 
old age. 

This law, however, has gone much further than intended, in that it denies 
annuity rights to those guilty of relatively minor offenses. It denies annuity 
rights to widows and children of employees who have committed minor offenses. 
oa degree of guilt bears no relationship to the penalty imposed by Public Law 

69. 

In many instances the offense was of such minor nature that the prosecutor 
nolle prossed the action. In others, a suspended sentence or probation was 
imposed, the judge feeling that dismissal from the Government job, together with 
the resulting disgrace, was sufficient punishment; yet the employee finds that his 
very valuable retirement has also Cote denied him. For a relatively minor 
offense, he has been fined $10,000, $20,000, or $30,000. 

The Post Office Department takes great pride in maintaining the honesty of 
the postal service. The employees take equal pride in this fine tradition. The 
postal inspection force zealously tracks down and prosecutes all violations. The 
minor crime that merely results in dismissal in private industry, or some other 
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agency of Government, results in prosecution in the postal service. There are 
many Federal crimes that are peculiar to the postal service. I will quote a few 
references to the United States Code that are strictly postal in nature: 

Title 18, United States Code, sections: 

1700. Deserting mail before delivering it to proper place. 
1702. Taking mail with design to obstruct correspondence or pry into 
secrets of another. 
. Delaying or destroying mail. 
. Stealing or reproducing key for post office lockbox, etc. 
5. Destroying or injuring letterbox. 
. Tearing or injuring mailbag with intent to steal mail. 
. Stealing postal property. 
. Stealing or destroying mail. 
. Embezzling or stealing mail. 
1711. Misappropriating postal funds. 
1712. Falsifying postal returns to increase compensation. 

As a result of this policy, and as a result of the vigorous activities of postal 
inspectors, we find that approximately 75 percent of all employees denied their 
annuities under Public Law 769 are postal employees. The punishment previ- 
ously received by these postal employees has been severe, and to impose further 
punishment by denying these people their annuities is entirely too drastic and 
defeats the ends of equal justice. 

We believe that the rights of simple justice can be best served by amending 
Public Law 769 so as to deny the payment of annuities only in cases involving 
national security. We wish to congratulate Chairman Olin D. Johnston and 
Senator William Langer for their sponsorship of legislation to correct this gross 
inequity. S. 91 amends Public Law 769 so as to limit its application only to 
security cases, and we are heartily in favor of its enactment. 


Senator CLtark. Mr. Joseph F. Thomas, president, United National 
Association of Post Office Craftsmen. 

I understand Mr. Joseph V. Silvestri will testify on behalf of Mr. 
Thomas. 


STATEMENT OF JOSEPH F. THOMAS, PRESIDENT, UNITED 
NATIONAL ASSOCIATION OF POST OFFICE CRAFTSMEN, PRE- 
SENTED BY JOSEPH V. SILVESTRI, NATIONAL SECRETARY 


Mr. Sitvestri. My name is Joseph Silvestri, and I am national 
secretary of the United National Association of Post Office Crafts- 
men, with offices in the Colorado Building, Washington, D.C. 

Senator CLark. I have just read it. I wonder if, in the interest 
of expediting the hearing, you would be willing to submit your state- 
ment, which will be incorporated in the record at this point. 

Mr. Sitvestri. All right, sir. 

Senator Cxiark. I assure you it will be given careful consideration. 

(The statement referred to follows:) 


STaTEMENT OF JosEPH F. THomas, PRESIDENT OF THE UNITED Nationa Asso- 
CIATION OF Post Orrick CRAFTSMEN 


My name is Joseph F. Thomas, I am president of the United National Associa- 
Ot: of Post Office Craftsmen, with offices in the Colorado Building, Washington, 
C. 


I congratulate the distinguished chairman of this committee for scheduling 
hearings on S. 91, a bill which will amend the act of September 1, 1954. It has 
become obvious to all of us that though the intent of the original act was com- 
mendable, the results of that act have in some instances been unfair to long time 
Federal and postal employees. 

You may recall that the original act was passed with the intention of with- 
holding annuities from Government employees who had been convicted of crimes 
considered to be against the U.S. Government. Unfortunately, the results of the 
1954 law have been much more drastic than originally anticipated. 
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As an example of what I am referring to, I am informed that since 1954, 166 
persons have been refused earned annuities for offenses committed, other than 
those connected with the national security of our country. Of that figure, 75 
percent of the rejections have been postal employees. 

A number of such cases have come to my attention and I would like to list 
them for your information. 

1. A post office clerk with service of 37 years, 9 months, was charged with 
theft and rifing of letter mail. He was removed from the service June 4, 1958, 
and given a suspended sentence of 2 years by the court The man is of retirement 
age and has been denied an annuity valued at about $47,000. 

2. This case involves a clerk -with 30 years, 11 months, service, accused of 
rifling the mails. The employee was separated in September of 1948. His retire- 
ment deposits have not been withdrawn and under ordinary circumstances, the 
employee would now be entitled to retire because of age. He has been refused 
an annuity valued at $19,000 and at present has no other means of earning a living. 

3. An assistant superintendent of mails was judged guilty of soliciting political 
contributions from postal employees and then making false statements in that 
connection. After service of 33 years, 10 months, he was separated in 1955 and 
lost an annuity valued at $37,000. 

A chauffeur with 29 years, 4 months service was removed from the postal 
service in 1948 for engaging in a serious fight with fellow employees, He was 
denied an annuity worth $11,000. 

These are just examples of what has occurred under Public Law 769. They 
are not the type cases which the Congress meant to penalize and in my opinion 
are sufficient reason for the passage of S. 91 

I know that the members of this committee will consider all the facts and I do 
hope that after full deliberation, Public Law 769 will be amended and §. 91 will 
be favorably acted upon. 


I thank you for the privilege of appearing before you today. 
Senator CLark. Our next witness is Mr. Daniel Jaspan, legislative 


representative, National Association of Postal Supervisors. 
Just proceed in your own way, please. 


STATEMENT OF DANIEL JASPAN, LEGISLATIVE REPRESENTATIVE 
OF THE NATIONAL ASSOCIATION OF POSTAL SUPERVISORS 


Mr. Jaspan. My name is Daniel Jaspan. I am the legislative 
representative of the National Association of Postal Supervisors. 

Mr. Chairman, I have a prepared statement, and I suppose you 
would rather expedite the hearing and just have me submit the 
statement. 

Senator Ciark. If it will be all right with you, that will be fine. 

Is there anything you want to add? 

Mr. Jaspan. I think it is all in the statement. 

We do endorse the principles of S. 91, or, as Mr. Jones suggested, 
if H.R. 4601 would be better technically, we would rather see that. 

Senator Ciark. It is all the same to you? 

Mr. Jaspan. It doesn’t matter; either one. 

(The statement of Mr. Jaspan follows:) 


STATEMENT OF DANIEL JASPAN, LEGISLATIVE REPRESENTATIVE, NATIONAL 
ASSOCIATION OF PostaL SUPERVISORS 


My name is Daniel Jaspan. Iam the legislative representative of the National 
Association of Postal Supervisors. Our association is composed of about 22,000 
postal supervisors, including those in the custodial and motor vehicle service. 
Although our association has not heard of any of our members being adversely 
affected by the enforcement of Public Law 769, 83d Congress, we favor the modi- 
fication of the act in accordance with the provisions of 8.91. There is always the 
possibility that, if Public Law 769 remains in effect, one of our members may find, 
when he is ready for retirement, that his annuity will be denied him. 
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In our opinion, the Government enters into a sacred contract with each employee 
who has deductions made from his salary. The fact that the employee has this 
protection for himself and his family is probably the most important reason for 
continuing in the Federal service. Many employees refuse to yield to the temp- 
tation of higher salaries on account of the future annuity that he feels is due him. 
All of our plans, including insurance provisions, are based on the premise that we, 
as employees and our families, as survivor anuitants, will someday come under the 
provisions of the retirement laws. We feel that this insurance contract, which 
should be noneancelable, is entered into in good faith by both parties. Naturally, 
it is a severe shock to find that, upon retirement, an employee who has been 
faithful to his position and to his country is net eligible because a law has been 
enacted'that was originally intended to deny an annuity to persons who attempted 
to interfere with or endanger the national security or defense of the United States. 
As we understand the circumstances leading to the enactment of Public Law 769, 
it resulted from mass public indignation based on the actions of an individual. 
The law was enacted hurriedly with little or no debate. There was almost a fear of 
opposing it. A few forward-looking people warned that the language of the legis- 
lation was vague and that it could lead to inequities or hardships. These in- 
equities and hardships have certainly developed in the cases of the 166 people 
who have been denied annuities after a long service with the Government. Some 
of the individuals concerned had already been tried and convicted and sentenced 
for their offenses. Public Law 769 adds punishment above that meted out by the 
courts. And this punishment is given without benefit of trial. We understand 
that one of the employees denied his rightful annuity was in the hands of the U.S. 
marshal for about 1 hour and did not even receive a sentence; but he suffered with 
the others. 

We will not come to the defense of any person who has been convicted of any 
action or actions endangering the national security or defense of the United States. 
We feel that no penalty is too severe for such people and especially so if they are 
employees of the U.S. Government. We believe, -however, that any element of 
danger to anyone else should be removed so that there-will be no further miscar- 
riages of justice. The law should be restricted to apply only to people for whom it 
was originally intended. S. 91 appears to spell out the amendments to clarify the 
present law so that there will no longer innocent victims. By clarifying specifically 
the actions that will lead to the loss of annuity, it lessens and apparently eliminates 
the possibility of its being applied to other than those for whom the penalties are 
intended. We are in accord with the basic intent of S. 91 and hope that both 
Houses of Congress will move swiftly both to correct the injustice done to em- 
ployees in the past and to prevent any such occurrences in the future. It is 
impossible to emphasize enough how frustrating it can be to have all plans shat- 
tered by an extended, and not intended, application of Public Law 83-769. 

We appreciate the opportunity of presenting our views to this subcommittee and 
hope that the situation will be resolved very soon. There are few things, if any, 
that are worse than making plans for the future of ourselves and our families, and 
then to live in the fear that we may at some time or other have done something to 
shatter all of our plans. 


Senator Ctark. Mr. Tommy M. Martin, vice president, National 
Rural Letter Carriers Association. 
We are happy to have you here, Mr. Martin. 


STATEMENT OF CHARLES R. LARSON, PRESIDENT, NATIONAL 
RURAL LETTER CARRIERS’ ASSOCIATION, PRESENTED BY 
TOMMY M. MARTIN, VICE PRESIDENT 


Mr. Martin. Thank you. 

Senator CLark. Would you like to just put your prepared state- 
ment in the record? 

Mr. Martin. Yes, sir. 

Senator Ciark. It will be received at this point. 

Would you care to add anything to it? 

Mr. Martin. No, sir; except to state that we endorse the general 
principles of S. 91, or similar bills in the House, and we appreciate 
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the opportunity to appear before your committee and present our 
testimony. 


Senator CLarx. Between the House bill and the Senate bill, you 
have no particular preference? 

Mr. Martin. We do not, sir. The legal technicalities are some. 
thing with which we are not too familiar, but we do endorse the general 
principles of the bill. 

Senator Cuark. Thank you very much. 

(The statement follows:) 


STaTEMENT oF CHaRtzs R. LARSON, PRESIDENT, NaTronaL Rurat LeErreR 
Carriers’ ASSOCIATION 


My name is Charles R. Larson. I am president of the National Rural Letter 
Carriers’ Association, an organization representing 36,700 regular, substitute, and 
retired rural letter carriers of the United. States. ; 

We appreciat the efforts of all those in the Congress who have sponsored 
legislation aimed at correcting the gross injustice which we believe exists in the 
present operation of Public Law 769 of the 83d Congress. We commend Senator 
Olin D. Johnston for the introduction of 8S. 91 which we believe most adequately 
provides amendments to this law, so as to limit its application to cases involving 
national security. 

I sincerely appreciate this opportunity to appear before this committee and 
express the views of our association. Our interest is primarily to recommend and 
endorse amendments which would prevent the loss of civil service annuities to 
those who have not been convicted of any offense involving national security or 
disloyalty to the United States. 

Public Law 769 ‘has resulted in denial of annuities to employees whose offenses 
have had no relation whatsoever with security or loyalty to our Government. 
Although the total number who have lost their annuities under this act is less 
than 200, the majority have been postal employees. Among them have been 
several rural letter carriers. 

We would like to relate one example case, which will substantiate that the 
application of the Hiss Act goes far beyond what we believe was intended when 
it was enacted. 

This case came to the attention of this association during 1958. It involved a 
rural carrier in one of our Eastern Seaboard States. The carrier was charged 
with the intent to destroy bulk third-class mail. To our knowledge, there was no 
actual destruction of such mail although it had been removed from proper mail 
channels. The carrier claimed this was an oversight and that there was no 
intent to destroy the mail. Charges were brought by the Post Office Department. 
Inasmuch as the mail had been removed from mail delivery channels there was no 
question but that a violation of postal regulations and law existed. Whether this 
was an intentional act, or an inadvertent one as claimed by the carrier, the fact 
remained that this one charge was obviously substantiated. In view of this 
obvious violation, notwithstanding that there had been no actual destruction of 
mail, this carrier was advised to plead guilty when his case was brought up in the 
U.S. district court. The court findings were stated as ‘‘Adjudged guilty without 
prejudice.”” No term sentence was imposed although he was placed on a 1-year 
probation. The carrier sought civil service retirement. He was advised by the 
Civil Service Commission of the fact that annuity rights were denied under the 
provisions of Public Law 769. This example case causes this association to believe 
that this law should be amended. In this case, we feel that the loss of an annuity 
after 33 years of loyal and efficient service was an extreme, severe penalty and 
constituted an unusually high fine which was a collateral sentence even though no 
such sentence was imposed by the court. 

The value of this man’s annuity is estimated to be in excess of $44,000. His 
deposits in the fund amount to approximately $6,000, which means he was in 
effect fined $38,000 under this law even though no fine was actually made a part 
of the sentence of the court. 

The National Rural Letter Carriers’ Association most assuredly does not con- 
done the committing of any offense contrary to postal laws, regulations or laws 
of the United States. We feel, however, that penalties for violations of offenses 
should be dealt with by permissible sentences under findings of the court in line 
with the events and circumstances involved. We do not believe that the double 
penalty automatically meted out under the operation of Public Law 769 is in the 
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spirit of justice, when the nature of the offense is clearly not in line with matters 
relating to national security or disloyalty to the United States. 

A type of third penalty also follows employees denied annuities under the Hiss 
Act. This small group carries with them a stigma which they cannot shake. The 
operation of Public Law 769 brands them as subversive individuals and their com- 
munities, their friends and associates, who do not understand the operation of 
the law, hold the firm belief that they have in some way acted contrary to the 
security of our Nation, or committed an act of disloyalty. 

There is unfairness in the operation of Public Law 769. The National Rural 
Letter Carriers’ Association supports and recommends action to correct these 
injustices. We trust that this committee may aet favorably on legislation before 
you which would accomplish this: Any such favorable action’should also restore 
annuities to this small group whose offenses did not involve security or loyalty 
but who were denied annuities under the act. 


Senator Cuarkx. Mr. Arthur F. Aebersold, secretary-treasurer of the 
Retirement Federation of Civil Service Employees of the U/S. 
Government. 

Do you have a prepared statement? 


STATEMENT OF ARTHUR F. AEBERSOLD, SECRETARY-TREASURER, 
RETIREMENT FEDERATION OF CIVIL SERVICE EMPLOYEES OF 
THE U.S. GOVERNMENT 


Mr. ArsBersoxp. In order to expedite the hearing, Mr. Chairman, 
I would like to file this. 

Senator CLark. Thank you very much. The statement will be 
received and printed. 

Do you have anything you would care to add? 

Mr. Ampersotp. I would like to express the appreciation of our 


organization to the distinguished chairman, Senator Johnston, for 
introducing this much needed legislation, and to this committee for 
giving the time for the hearing, and we hope that speedy action will be 
taken to correct some of these inequities. 

Senator CLrarx. Thank you very much, sir. 

(The statement follows:) 


STATEMENT OF ARTHUR F. AEBERSOLD, SECRETARY-TREASURER, RETIREMENT 
FEDERATION oF Civ SERVICE EMPLOYEES OF THE U.S. GOVERNMENT 


My name is Arthur F. Aebersold. I represent the Retirement Federation of 
Civil Service Employees, an organization of approximately 87,000 Federal 
employees. 

The bill under consideration would amend the act of September 1, 1954, 
Public Law 769, 83d Congress, so as to limit its application to offenses relating to 
the — security. This is a matter in which our organization has long been 
interested. 

The act of September 1, 1954 imposed additional punishment on Federal 
employees many years after the error, on which the punishment is based, was 
committed and the original penalties paid as provided by law. Quite often, this 
severe additional punishment is visited. on the employee and his family for offenses 
which were relatively minor mistakes of youth and after many succeeding years of 
useful citizenship and service to our Nation. This act appears the more inde- 
fensible when it allows the person Federal employment but denies bim retirement. 
If he may be properly employed, why deny him retirement? 

Most certainly, modification if not outright repeal, of the act of September 1, 
1954, is past due and we sincerely appreciate the efforts of the author of the bill and 
this subcommittee in attempting a proper solution. We make no plea for those 
who have knowingly been guilty of treason or subversion in any form, but the 
penalty imposed by this act for lesser offenses is severe indeed. 

We have always believed that laws should be as simple and easily understood as 
it is humanly possible to make them. Those who live by them should be able to 
understand their provisions without an interpreter. Therefore, we respectfully 
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urge the adoption, by this subcommittee, the full committee and the Congress, of 
8. 91, with an amendment which would substitute simple language for the first 
section thereof denying an annuity only to those persons convicted of an act of 
treason, sedition, or subversion against the United States after their employment 
or retirement by the Governments of the United States or the District of Columbia, 

_ Mr. Chairman, we thank the subcommittee-for the opportunity to express our 
views. 


Senator Cuarx. Mr. John A, Overholt, legislative representative, 
National Association of Retired Civil Employees. 


STATEMENT OF JOHN A. OVERHOLT, LEGISLATIVE REPRESENTA. 
TIVE, NATIONAL ASSOCIATION OF RETIRED CIVIL EMPLOYEES 


Mr. Overno.tt. Mr. Chairman, I would like to present this state- 
ment. 

Senator Cuark. Mr. Overholt, your statement will be filed with the 
record, 

Do you care to add anything to it? 

Mr. OvernHo tt. No, sir, except to thank you for this opportunity, 

Thank you. 

Senator Ciarx. Thank you very much, Mr. Overholt. We are 
grateful to you for coming down here. 

(The statement follows:) 


STATEMENT oF JouNn A. OveRHOLT, LEGISLATIVE REPRESENTATIVE FOR NATIONAL 
AssocIATION OF RetireD CriviL EMPLOYEES 


Mr. Chairman and members of the subcommittee, my name is John A. Overholt. 
I am legislative representative for the National Association of Retired Civil 
Employees, which has been functioning for more than 38 years, and now has more 
than 98,000 members. One of the principal objectives of our association is to 
promote the welfare of all retired civilian employees of the Federal Government 
and of the District of Columbia. 

Our association urges approval of Senate bill 91, to amend the act of September 
1, 1954 (68 Stat. 1142, 70 Stat. 761; 5 U.S.C. 740b—740i), in order to limit to cases 
involving the national security the prohibition on payment of annuities and retired 
pay to officers and employees of the United States, and to clarify the application 
and operation of such act. 

We believe that certain injustices have resulted from the operation of the act 
that were not intended at the time of its enactment, and we sincerely hope that 
changes such as those proposed in 8, 91 are approved to correct these injustices. 


Senator Ciarx:. Mr. John McCart. 


STATEMENT OF JOHN A. McCART, LEGISLATIVE REPRESENTA- 
TIVE, AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES 


Mr. McCart. I am John A. McCart, legislative representative of 
the American Federation of Government Employees. 

Our statement has been provided to the committee earlier. 

Senator Ciark. The statement will appear in the record at this 
point. 

(The statement follows:) 


STATEMENT OF AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES 


The American Federation of Government Employees supports the proposal to 
amend the present law prohibiting payment of a retirement annuity to a person 
who has been convicted of certain offenses, which have impaired his desirability 
as a Federal employee, and who has paid the penalty for his wrongdoing. This 
modification would be accomplished by the bill S. 91 introduced by Senator 
Johnston, which in our opinion would effect needed changes in the existing law. 
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Our position will be explained in some detail in this brief discussion of the bill, 
and the extent to which it will supply the needed correction of the undesirable 
features of the present law will be indicated. 

This measure would not weaken the existing law in any respect in which it 
safeguards national security. Actually, the Johnston bill would strengthen the 
existing law in the area that needs strengthening, for it would provide further 
safeguards of the “‘national security or defense of the United States.” This bill 
would add to the number of offenses which are proscribed by the law now in 
effect crimes involving national security which are not presently within its 

urview. Thus it would impose additional penalities where severity is called 
for and to that extent would provide added protection. 

It seems only reasonable and humane to distinguish between offenses which 
endanger our security or defenses and those which do not. Thus it should be 
borne in mind that when the law—Public 769—was enacted in the 83d Congress 
and approved September 1, 1954, the thought that was uppermost was to make 
certain that a Federal employee who had betrayed his position of trust with the 
Government would not benefit by continued income from a Government annuity. 

There was a widespread feeling of revulsion against the thought that a person 
who had oceupied a position of importance in the State Department had used 
that position to endanger the security of our country. Thus it was that the law 
acquired the popular designation of the Hiss Act. Doubtless as a result of enraged 
public opinion the law was so phrased that it struck at all Federal employees 
who were guilty of offenses not comparable with that of Alger Hiss. 

It should be recognized that some employees are guilty of lesser offenses— 
lesser in the sense that they in no way endanger the national security—yet they 
are treated as severely as the person who performs the act of a traitor to his country. 
The person who, for example, destroyed governmental property of small value or 
who stole several dollars from the mails has been placed in the same category as 
the individual who gained knowledge of secret activities at an atomic laboratory 
and passed them on to a foreign country. 

It is reasonable to view the lesser offender as having satisfied his debt to society 
hy means of a fine or prison sentence. To withdraw the retirement annuity under 
such conditions is in effect imposing a never-ending penalty. 

Let us consider, for example, the case of the employee charged with supplying 
business statistics to a private firm or individual who was able to put them to 
profitable use; or the employee who illegally and collusively aided a taxpayer to 
avoid payment of income tax or other tax; or the employee who refused to supply 
information sought in the course of an investigation of the aileged misfeasance 
of asuperior officer. Then assume that these charges have been substantiated and 
the employee in each case has been dismissed and, if the incident involved violation 
of a Federal law, tried and convicted. The employee involved may have been 
sentenced to prison. In each case the guilty individual had to pay the penalty 


_ which a court imposed as satisfying the extent of the wrongdoing in question. 


The case is closed. 

If the present Hiss Act remains in its present form, is the case really closed? 
It is obvious that it is never terminated for the employee until his death, and 
the penalty of a canceled annuity continues beyond the grave for his survivors 
until they die or otherwise reach a point in time where they could no longer have 
received a retirement annuity. 

In suggesting or agreeing to amendment of the Hiss Act, we have in mind only 
offenses which have no significant bearing on national security or on the defense of 
the United States. We would agree without question or qualification that any 
criminal act or refusal to cooperate in an official inquiry should continue to come 
within the purview of Public Law 769 in its amended form if it endangered 
national security. 

Another aspect of the present law warrants correction and, to the extent that if 
is covered by this bill, makes its passage both desirable and necessary. If a 
Federal employee has been accused of holding membership in a proscribed or 
suspect organization, and under certain conditions denies membership or refuses 
to cooperate with an official investigation or in some way misrepresents his actions, 
his annuity may be withdrawn under existing law. However, the annuity cannot 
be restored as in cases involving a crime. The person who has committed a 
crime may receive a Presidential pardon. The individual in the example cited 
cannot have his annuity restored by means of a pardon which is granted only 
after conviction for a crime. 

Our position on this bill may be summarized as follows: Its effect is to strengthen 
the present law by narrowing its application only to national security and defense 
and to make certain that it covers all crimes or overt acts which are fundamentally 
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treasonable. It is desirable to extend the law to cover additional crimes, such as 
restricted data relating to atomic energy when it involves national defense. 
Provision for this extension makes the Johnston bill worthy of approval and speedy 
enactment. Public Law 769 at present does not cover situations involving 
laws which were not in effect in 1954. 

It is also desirable to grant authority to the President to issue an order restoring 
a retirement annuity when it cannot be restored by a Presidential pardon because 
there has been no conviction for a crime. We also approve provisions included 
in the bill for the purpose of dealing with military offenses, since it is understood 
= they are necessary to effect consonance between the civil statutes and military 
code. 


All the changes which have been discussed, Mr. Chairman, are highly desirable, 
They provide necessary modification of the existing law and for this reason the 
Johnston bill should receive speedy approval. The opportunity to submit this 
comment to the committee is deeply appreciated. 

Senator Ciarx. Do you care to add anything? 

Mr. McCarr. I have a request to make, Mr. Chairman. 

Since the representatives of the Government Employees Council 
are appearing on the other side of the Capitol and on similar legislation, 
I am representing them also at this hearing, and I would like to 
request the opportunity for them to be able to present for the record 
a statement. 

Senator CLarx. The record will be held open until the statement 
referred to by the witness is filed with the clerk of this committee, at 
which point it will be inserted in the record. 

Do you suppose they could get it in before the end of the day? 

Mr. McCart. Oh, yes. 

4 Senator CLarx. We will hold our record open until the end of the 
ay. 

Mr. McCarrt. We, too, think the inequities under the current law 

are obvious, and we want to thank the author of S. 91 for presenting 

this bill, and we want to thank you, Mr. Chairman, for scheduling 

this hearing. 

Senator CLarkx. How do you feel about H.R. 4601? 

Mr. McCarrt. That is intended to accomplish the same objectives 
as S. 91, but the technical aspects of the bill are wider than S. 91. 

Senator CLtarK. Do you have any preference between the two bills? 

Mr. McCarr. S. 91 and H.R. 4601 tend to coordinate the Military 
Code and Criminal Code. H.R. 4601 also has some provisions con- 
nected with social security. 

Generally speaking, Mr. Chairman, we have no preference over the 
bills, so long as the basic objective of the legislation is accomplished. 

I think the authors of both want to accomplish the same thing, 
and whichever the committee feels is the more apt legislation techni- 
cally, we would certainly approve. 

Senator Crarkx. Thank you very much. 

Senator CLark. Mr. House, of the National Federation of Post Office 
Clerks. 

Mr. Houss. Thank you, Senator. 


STATEMENT OF J. CLINE HOUSE, PRESIDENT, NATIONAL FEDERA- 
TION OF POST OFFICE CLERKS 


Mr. Hovusz. I am J. Cline House, president of the National Federa- 
tion of Post Office Clerks. 

I just simply want to say that we endorse the legislation, and 
would appreciate speedy action. 
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Thank you, sir. 

Senator Cuark. Thank you, sir. 

If there are no others who wish to be heard, thank you, ladies and 
gentlemen, very much, for coming down here. 

(At the direction of the chairman, the following statement was 
ordered to be printed:) 


SraTEMENT OF THomas G. Watters, Operations Director, GOVERNMENT 
Emptorses’ Councit AFL-CIO 


Mr. Chairman and members of the committee, by way of introduction my 
name is Thomas G. Walters, operations director of the Government Employes’ 
Council AFL-CIO. The council is made up of 24 national and international 
unions and associations whose membership, in whole or in part, are Federal and 
postal employees and represents a membership in.excess of one-half million. 

We are deeply grateful for the introduction of 8. 91, to amend the act of Sep- 
tember 1, 1954, in order to limit to cases involving the national security the pro- 
hibition on payment of annuities and retired pay to officers and employees of the 
United States, Mr. Chairman, and also appreciate your scheduling early hearings 
on this legislation. 

In order to expedite these hearings this statement is being filed for and on 
behalf of all the member unions of the Government Employes’ Council. For the 
record I am listing the member unions of the Government Employes’ Council: 

American Federation of Government Employees. 

American Federation of State, County and Municipal Employees. 

American Federation of Technical Engineers. 

International Association of Bridge, Structural and Ornamental Iron Workers. 

International Association of Fire Fighters. 

International Brotherhood of Boiler Makers, Iron Ship Builders, Blacksmiths, 
Forgers and Helpers of America. 

International Association of Machinists. 

International Brotherhood of Bookbinders. 

International Brotherhood of Electrical Workers. 

International Plate Printers, Die Stampers and Engravers’ Union of North 
America. 

International Printing Pressmen and Assistants Union of North America. 

International Typographical Union. 

International Union of Operating Engineers. 

Journeymen Barbers, Hairdressers, Cosmetologists and Proprietors Inter- 
national Union of America. 

Metal Trades Council and Central Labor Union of the Panama Canal Zone. 

National Association of Letters Carriers. 

National Federal of Post Office Clerks. 

National Association of Post Office and Postal Transportation Service Mail 
Handlers, Watchmen and Messengers. 

National Postal Transport Association. 

National Federation of Post Office Motor Vehicle Employees. 

Office Employees International Union. 

The National Association of Special Delivery Messengers. 

United Brotherhood of Carpenters and Joiners of America. 

United Association of Journeymen & Apprentices of the Plumbing and Pipe 
Fitting Industry of the U.S. and Canada. 

Mr. Chairman and members of the committee, I would appreciate the privilege 
being granted to any member union of the Government Employes’ Council, who 
might desire to file a statement, the privilege of filing a statement on this subject. 

t am accompanied this morning by Mr. Jerome J. Keating, vice president of 
the National Association of Letter Carriers, and Mr. James x. Campbell, presi- 
dent, American Federation of Government Employees, and would appreciate the 
privilege and opportunity of Brother Keating and Brother Campbell making an 
oral presentation to this committee, on this subject. Brothers Keating, Campbell, 
and I were named by the Government Employes’ Council as a committee of 
three to present the council’s views on this most important subject. 

Several days ago Mr. Joseph Young, in the January 9 issue of the Evening 
Star, had a very good article on this subject, and he lists some authentic cases. 
It seems to us that this article should become a part of the permanent record of 
the hearings on S. 91. 
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“OLD CRIMES SHUT OFF TODAY’S ANNUITIES 


“Congress has a chance to correct a situation which is denying legally earneq 
annuities to hundreds of Federal employees, 

“As a result of the so-called Hiss law enacted in 1954, Government workers who 
are, or at one time or another have been, convicted of felonies against the Government 
have been denied their annuities on retirement. Also, refusal to testify before g 
Federal grand jury or congressional committee are grounds for denying an annuity, 

“In many cases the offenses were relatively minor ones—so minor, in fact, that 
the employees later were rehired by the Government. Yet on applying for 
retirement, they have been denied their annuities. They received refunds of the 
money they paid into the retirement system, but that is all. 

“To date, 155 employees have been denied annuities upon retirement, Hupn- 
dreds more will be denied annuities in years to come as they reach retirement age, 

“The Hiss Act was passed by Congress speedily as a result of the furor created 
when it was learned that Alger Hiss, who was convicted of perjury in connection 
with the sensational charges of Whittaker Chambers that he and Hiss were mem- 
bers of a Soviet espionage ring, would be eligible for a civil service annuity upon 
reaching age 62. 

“The law denies a civil service annuity to any Federal worker who is convicted 
of a felony in connection with his job. Although it was aimed at Hiss, it adversely 
affected other Government workers as well. : 

“Most of these employees have been stunned and dismayed when informed of 
the denial of their annuities. Many have never even heard of the Hiss Act. 
Most feel that they have paid their debt to society through imposition of the 
court’s sentences in their cases and the loss of their original jobs. 

“Congress could still keep Hiss from receiving a pension and at the same time 
allow other Federal workers to receive their annuities by rewriting the law to bar 
annuities only to these involved in cases where their convictions stemmed from 
national security or other extremely serious factors, CSC retirement officials say, 

* * * * * * * 


‘EXAMPLES 


“Here are some examples of case records in the civil service retirement division 
of employees who have been denied annuities. 

“Case A. A Veterans’ Administration employee who as on Army private in 
World War I was convicted of selling his Army pistol. Subsequently he was hired 
by the Veterans’ Administration. In 1956 when he retired, he was informed that 
he was not entitled to a civil service retirement annuity because of his Army 
conviction 38 years previously. 

“Case B. A postal clerk with 30 years, 7 months of service, pleaded guilty to 
falsification of timecards. He was placed on probation. On applying for re- 
tirement, he was denied his annuity. 

“Case C. A postal clerk with 30 years’ service was convicted of reusing can- 
celed stamps, was placed on probation and dismissed from his job. This offense 
also disqualified him from receiving an annuity that would be worth a total of 
$19,000 over his expected lifetime. 

“Case D. A Washington Metropolitan policeman was removed from the force 
in 1928 and convicted of extortion in connection with his job. The court gave 
him a suspended sentence. Subsequently he was hired by the Army as a civilian 
employee and served until 1954 when he became eligible for retirement. However, 
the 1928 offense has barred him from receiving an annuity. 

“Case E. This involves a rural letter carrier who has not yet retired, but who 
already has been notified that he will not receive an annuity. About 30 years 
ago a postal inspector found an undelivered letter wedged behind a seat of the 
letter carrier’s truck. The carrier says that the letter must have accidentally 
fallen out. However, to expedite the case, he pleaded guilty and was rehired 
by the Post Office Department. But under the Hiss Act, after more than 30 
years of subsequent faithful and honest service, he will be denied an annuity. 

“Case F. This is about the only case outside the Hiss affair where the issue of 
communism has had even an indirect bearing on an employee’s conviction. In 
1949 the employee was fired, because it was found he had knowingly concealed 
on a Government application form in 1941 that he was a member of the Com- 
munist' Party. This employee had 34 years of service, but receives no annuity. 
Ironically enough, had the employee admitted he was a Communist, he would 
be receiving an annuity today. he law does not bar annuities to Communists, 
only to employees convicted of felonies against the Government. 
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“Case G. A postal clerk with 36 years’ service was convicted of embezzling 
$165 in postal receipts. The sentence was suspended. He has been denied an 
annuity valued at $35,000 over the remaining period of his life. 

“Case H. A postal clerk with 31 years’ service was convicted of unlawfully 
removing $1.20 from one letter and $1 from another letter. He thus forfeited 
an annuity valued at $28,000 over his lifetime. 

“Case I. An employee of the Immigration and Naturalization Service in 1936 
was convicted of unlawfully helping a person to receive naturalization papers. 
He was subsequently hired by the Army and retired in 1957 with a total of 25 
years of Government service only to find that he was not entitled to an annuity. 
” “Case J. A postal clerk was convicted in 1929 in the theft of mail. He later 
was rehired by the Navy and in 1957 completed 30 years of Government service. 
He, too, receives no annuity. 

“Case K. In 1919 an Army officer stationed in France was convicted of fraud- 
ulently converting to his own use 24,000 francs. Years later he took a civilian 
job as an operating engineer with the Air Force and retired in 1958 after 16 years 
of service. His 1919 conviction barred him from an annuity. 

“There have been other cases where annuities have been denied because while 
a man was in military service he was convicted of stealing a side of beef.”’ 

* * * * * ~ 


It is our opinion that the Murray-Rees bills actually strengthen the existing 
law, as these bills would provide further safeguards of the national security, or 
defense of the United States. 

In 1954, when Public Law 769 was enacted, there was a widespread feeling 
against any person who had occupied a position of importance and had used that 
position to endanger the security of our country. This was the basis for the 
enactment of the law that became known as the Hiss Act. 

Employees who were guilty of lesser offenses were treated by the same yardstick 
as the person who had performed the act of a traitor to his country. As pointed 
out in the Joe Young article, employees who were guilty of destroying Taicae 
ment property of small value, or who stole a few pennies or dollars from the mails, 
were placed in the same category of those who might have used their high office 
to endanger the security of our country. 

8. 91 has for its purpose to protect those employees who were at one time guilty 
of minor infractions of the law, and I say minor in comparison to employees who 
were guilty of being traitors to our country. 

There is another aspect of the present law which warrants correction and, to 
the extent that it is covered by these bills, it makes their passage both desirable 
and necessary. It involves this sort of a situation. If a Federal employee has 
been accused of holding membership in proscribed or suspect organization, and 
under certain conditions denies membership or refuses to cooperate with an 
official investigation or in some way misrepresents his actions, his annuity may 
be withdrawn under existing law. However, it cannot be restored as it can be 
in cases involving a crime. The person who has committed a crime may receive 
a Presidential pardon. The individual in the example cited cannot have his 
annuity restored by means of a pardon which is granted only after conviction for 
a crime. 

All in all we believe that the Johnston bill is worthy of approval and speedy 
enactment. 

We appreciate this opportunity of presenting this statement to your committee 
in support of this legislation. 


(Thereupon, at 10 a.m., the subcommittee was adjourned, and 
went into executive session.) 


x 








HEALTH INSURANCE PROGRAM FOR 
FEDERAL EMPLOYEES 


HEARINGS 


MAIN 
BEFORE READING ROOM 


SUBCOMMITTEE ON INSURANCE 


OF THE 


COMMITTEE ON 
POST OFFICE AND CIVIL SERVICE 
UNITED STATES SENATE 


EIGHTY-SIXTH CONGRESS 
FIRST SESSION 
ON 


S. 94 


A BILL TO PROVIDE FOR GOVERNMENT CONTRIBUTION 

TOWARD PERSONAL HEALTH SERVICE BENEFITS FOR 

CIVILIAN OFFICERS AND EMPLOYEES IN THE UNITED 
STATES SERVICE AND THEIR DEPENDENTS ° 


APRIL 15, 16, 21, 23, 28, AND 30, 1959 


Printed for the use of the Committee on Post Office and Civil Service 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1959 





COMMITTEE ON POST OFFICE AND CIVIL SERVICE 


OLIN D. JOHNSTON, South Carolina, Chairman 


A. 8. MIKE MONRONEY, Oklahoma FRANK CARLSON, Kansas 
RICHARD L. NEUBERGER, Oregon WILLIAM LANGER, North Dakota 
RALPH YARBOROUGH, Texas THRUSTON B. MORTON, Kentucky 
JOSEPH 8. CLARK, Pennsylvania 

B. EVERETT JORDAN, North Carolina 


H, W. BRAWLEY, Ezeculive Director 


SUBCOMMITTEE ON INSURANCE 


RICHARD L, NEUBERGER, Oregon, Chairman 
RALPH YARBOROUGH, Texas FRANK CARLSON, Kansas 


B. EVERETT JORDAN, North Carolina THRUSTON B. MORTON, Kentucky 
II 





DEPOSITED BY THE 
DNITED STATES 


OF AMERICA 


CONTENTS 


Bo eecaues 

Re ports of Dep: urtments: 
Bureau of the Budget 
Civil Service Commission 
Comptroller General 
Library of Congress____ 


STATEMENTS 


Babcock, Dr. Joseph M., Portsmouth, Ohio, director, Department of 
National Affairs, American Optometric Association 

Bailey, James F., representative of the United Brotherhood of Carpenters 
and Joiners of America 

Baker, Edward L., president, National Association of Postmasters; ac- 
companied by Charles E. Puskar, executive secretary-treasurer of the 
National Association of Postmasters, and postmaster of Imperial, Pa.; 
Lewis E. Moore, legislative chairman for National Association of Post- 
masters, and postmaster, Nashville, Tenn.; Roy M. North, legislative 
representative, National Association of Postmasters, and former post- 
master of Washington, D.C.; and Arthur V. Smith, editor of Postmaster 
Gazette, and postmaster of Pascagoula, Miss_ at eaeese. 

Beiter, Alfred F., president, National Customs Service Association __ 

Braxton, Charles Ri, research director, National Alliance of Postal Em- 
ployees 

Buerki, Robin C., M.D., chairman, Council on Government Relations, 
American Hospital Association; accompanied by Kenneth Williamson, 
associate director 

Bursach, George, secretary-treasurer, National Association of Internal 
Revenue Employe 

Campbell, James A.., peboliben, American Federation of Government Em- 
ployees, accompanied by Dr. W. J. Voss, director of research 

Cobb, James, president, National Alliance of Postal Employees, presented 
by Charles R. Braxton, research director _ 

Colman, J. Douglas, vice president, and secretary, the Blue Cross Asso- 
ciation 

Doherty, William, president, National Association of Letter Carriers, ac- 
companied by Jerome J. Ke: ating, vice president; Reuben B. Kremers, 
assistant secretary-treasurer; James B. Deeley, director, health de- 
partment; Peter J. Cahill, secretary-treasurer; ‘and George A. Bang, 
director, life insurance___. 

Dolan, Ray J., appearing in behalf of the Greater Washington Central 
Labor Council, AFL-CIO 

Eddy, Manton, vice president and secretary, Connecticut General Life 
Insurance Co., Hartford, Conn., appearing in behalf of the American 
Life Conv ention, the Health Insurance Association of America, and the 
Life Insurance Association of America 

Gibson, Everett G., legislative director, National Federation of Post Office 
Motor Vehicle Employees__  _ SARME) gost lirt pom sel She 

aoe Mike, executive director, National Committee Against Mental 
IIness____- 

Hallbeck, E. C., legislative director, National Federation of Post Office 
Clerks, accompanied by R. J. Rogers_- 

Harlow, Arthur H., president, Group Health Insurance, Inc., New York, 
pre sented by John C. McCabe, — president 

Harrington, William J., president, U.8. Customs Inspectors’ Association, 
accompanied by John J. Mane, former president 





IV CONTENTS 


Hoeppel, J. H., manager, National Defense (a periodical), Arcadia, Calif __ 
aspan, Daniel, legislative representative, National Association of Postal 
Supervisors 
Jones, Roger W., Chairman, Civil Service Commission 
Keating, Jerome J., vice president, National Association of Letter Carriers_ 
Larson, Charles R., president, National Rural Letter Carriers’ Association, 
accompanied by John W. Emeigh, secretary 
Lasseter, Dillard B., executive officer, Organization of Professional Em- 
ployees of the U.S. Department of Agriculture 
Luikart, Fordyce W., president, Group Health Association, Inc., Wash- 
ington, D.C., accompanied by Lane Kirkland, first vice president; 
Henry H. Lichtenberg, M.D., medical director; and Frank C. Watters, 
executive director 
Lyons, Eugene J., Assistant Postmaster Géneral 
assie, Charles L., president, Federal Postal Hospital Association, Kansas 
City, Mo., accompanied by Doyle D. Bonewits, vice president 
McAvoy, Harold, national president, National Association of Post Office 
and Postal Transportation Service Mail Handlers, Watchmen, and Mes- 
sengers 
nae John C., vice president, Group Health Insurance, Inc., New 
or 
Messer, Ross A., legislative representative, National Association of Post 
Office and General Services Maintenance Employees 
Moss., Hon. Frank E., a U.S. Senator from the State of Utah 
Murphy, Dr. Emmett, director of industrial relations, National Chiro- 
practic Association 
Nagle, Paul A., president, National Postal Transport Association 
Norris, C. T., Marks, Miss., appearing in behalf of the Association of ASC 
County Office Employees 
Overholt, John A., legislative representative, National Association of Retail 
Civil Employees, accompanied by Frank J. Wilson, president; John J. 
Madigan, secretary; and James L. Dougherty, executive committee 
member of the association 
Owen, Vaux, president, National Federation of Federal Employees, accom- 
panied by L. M. Walker 
Pollack, Robert L., president, American Federation of Government Em- 
loyees Lodge 1331, Eastern Utilization Research and Development 
icalen, Agricultural Research Service, U.S. Department of Agriculture, 
Wyndmoor, Pa 
Reicher, Frieda, president, Foundation for Community Aid to Mental 
Patients 
Riley, George D., AFL-CIO legislative representative, presented by 
Lisbeth Bamberger, assistant director, Department of Social Security, 


Ring, Edward H., president, Policemen’s Association of the District of 
Columbia 
Rubin, Dr. Abe, secretary and editor of the American Podiatry Associa- 


Ryan, William H., president and legislative representative of district 44, 
International Association of Machinists, AFL-CIO 

Shelley, E. A., Director of Personnel, Tennessee Valley Authority, ac- 
companied by Rudolf F. Bertram, Chief, Labor Relations Branch, and 
Lloyd L. Huntington, personnel staff officer 

Silvergleid, David, secretary-treasurer, National Postal Clerks Union_ --- 

Staats, Elmer B., Deputy Director, Bureau of the Budget 

Straus, vice president, Health Insurance Plan of Greater New York, and 
legislative representative, Group Health Federation of America 

Stubbs, Donald, M.D., chairman of the board of directors, Blue Shield 
Medical Care Plan, accompanied by Edward Werner 

Thomas, Joseph F., president, United National Association of Post Office 
Craftsmen 

Van Dyke, Frank, assistant professor of administrative medicine, Columbia 

: University School of Public Health and Administrative Medicine 

Walters, Thomas G., operations director, Government Employees Council, 
AFL-CIO 

Warfel, George L., president, the National Association of Special Delivery 
Messengers 





CONTENTS 


Weissman, Arthur, director of statistical information, Kaiser Foundation 
Health Plan, accompanied by Arthur S. Reinhart, manager, and Avram 
Yedidia, consultant, Kaiser Foundation Health Plan 

Wheeless, Leon, Staff Director, Civilian Personnel Policy Division, Office of 
Assistant Secretary of Defense for Manpower, Personnel, and Reserve, 
accompanied by Brig. Gen. Floyd L. Wergeland, Executive Director of 
the Office for Dependents Medical Care; and Lt. Col Walker W. Evans, 
Contracting Officer, Office for Dependents Medical Care.___..._-__- 

Willis, E. S., consultant, employee benefits, General Electric Co 


LETTERS 


Blasingame, Dr. F. J. L., executive vice president, American Medical 
Association: Letter, dated April 27, 1959, to Senator Johnston, con- 
taining the views of the AMA 

Brindle, James, director, Social Security Department, International 
Union, United Automobile, Aircraft and Agricultural Implement 
Workers—UAW: Letter, dated April 27, 1959, to Senator Neuberger-- 

Campbell, Joseph, Comptroller General of the United States: Letter, 
dated March 3, 1959, to Senator Johnston, containing the report of the 
agency on 8. 94 

Colman, J. D., vice president, Blue Cross Association: 

Braw ley, H. W., executive director, Senate Post Office and Civil Serv- 
ice Committee: Letter to, containing Mr. Colman’s understanding 
of the differences between the costs of S. 94 to the Government and 
as calculated by him__--- 

Neuberger, Senator Richard: Letter to, dated May 4, 1959_ 

Conway, Margaret t M., legal analyst, American Law Division, Library of 
Congress: Letter, dated January 29, 1959, to the Post Office and Civil 
Service Committee, containing views and comments on S. 94_______--- 

Creig, Ralph E., D.D.S., chairman, Council on Legislation, American 
Dental Association: Letter, dated May 4, 1959, to Senator Neuberger, 
containing the views of the ADA on 8. 94. ected : 

Eddleman, Frank, president, Texas State Association of Letter Carriers: 
Letter, dated May 17, 1959, to Senator Yarborough 

Frank, Dr. Victor H., president, Pennsylvania Dental Association: Letter, 
dated May 7, 1959, to Senator Clark_ 

Friedman, Dr. Eugene, Massapequa, Long Island, N.Y.: Letter, dated 
May 8, "1959, to Senator Johnston - 

Gans, Dr. Benjamin J., Chicago, IIl.: Letter, dated May 7, 1959, to Senator 
Neuberger-- B 

Johnston, Senator Olin D.: Letter, dated April 15, 1959, to Senator Carlson 
and Senator Jordan appointing them as additional members on the 
insurance subcommittee - aetbin 

Jones, Roger W., Chairman, , Civil Service Commission: Letter, dated May 
18, 1959, to Senator Neuberger, containing a supplemental report on 
sec a sae Seta pe ake % 

Jones, Roger W., Chairman, Civil Service Commission: Letter, dated 
April 14, 1959, to Senator Johnston, containing the Commission’s report 
on 8. 94 Bee aah he Pee ete ee coe, Sane oes 

Lockhart, Mrs. Marjorie, secretary, Ladies Auxiliary to Branch 111, 
National Association of Letter Carriers: Letter, dated April 6, 1959, to 
ae ie Moss - ; rer : ‘ : 

Lyon, Eugene BD: Baltimore, Ma.: Letter, dated May 7, 1959, to 
ax Johnston___- Supra maida Rae ofa - 

Moss, Senator Frank E.: Letter, dated April 10, 1959, to Senator Johnston, 
enclosing a letter for presentation in the record__ ; 

Pfeiffer, Frederick F., president, American Society of Oral Surgeons: Let- 
ter, dated May 3, 1959, to Senator Neuberger, containing the views of the 
society MIE 0 eins 

Pollack, Dr. Robert L., president, ‘American Federation of Government 
Employees, Lodge 1331: Letter, dated April 28, 1959, to Senator Neu- 
yerger_____- ats 

Reino, Joseph J., president, Air Traffic Control Association: Letter, dated 
April 21, 1959, to Senator Johnston 

Richey, C harles R., general counsel, Federal Plant Quarantine Inspectors 
Association: Letter, dated May 5, 1959, to Senator Johnston = 





vI CONTENTS 


Riley, George D., legislative representative, AFL-CIO: Letter, dated 
April 2 23, 1959, to Senator Neuberger 

Shuman, Frank P., Bureau of Rate Regulations, Insurance Department, 
Commonwealth of Pennsylvania: Letter, dated April 22, 1959, to Robert 
L. Pollack __ 

Stans, Maurice H., Director, Bureau of the Budget: : ‘Letter, dated April 14, 
19% 59, to Senator Johnston, containing the Bureau’s report on 8. 94____ 

Surgent, Dr. John W., Clifton, N.J.: Letter, dated, May 11, 1959, to Sen- 
ator Johnston. So : : : 35 

Versnel, Dr. John C., St. Louis, Mo.: Letter, dated May 8, 1959, to Senator 
Johnston 

Williamson, Kenneth, associate director, American Hospital Association: 
Letter, dated April 24, 1959, to Senator Neuberger 


ADDITIONAL INFORMATION 


Broad outline for group health insurance bill of the U.S. Civil Service Com- 
mission 

Choice of Programs (exhibit presented by Lisbeth Bamberger, assistant 
director, Department of Social Security, AFL-CIO) 

Civil Service Commission’s proposal for Health Insurance for Federal 
Employees (explanation of the CSC’s plan) 

Claims experience of Group Health Insurance, 

Comparative examples of three typical hospital bills (staff document) _-__ 

Group Health Association Plan 

Sample hospitalization plans of several major companies (chart presented 
by Jerome Keating) 

Suggested amendments to S. 94 by Group Health Association, Inc 

Suggested amendments to S. 94 by the Kaiser Foundation Health Plan, 


TVA salary policy employees health insurance plan (chart) 
TVA trades and labor employees medical and insurance plan (chart) 





HEALTH INSURANCE PROGRAM FOR FEDERAL 
EMPLOYEES 


WEDNESDAY, APRIL 15, 1959 


USS. Senate, 
Post Orrice AND Crvin SERVICE COMMITTEE, 
SUBCOMMITTEE ON INSURANCE, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 6202 
of the New Senate Office Building, Chairman Richard L. Neu- 
berger presiding. 

Present: Richard L. Neuberger. 

Also present: H. W. Brawley, executive director, J. Don Kerlin, 
assistant staff director, and Frank A. Paschal, minority professional 
staff member. 

Senator Neusercer. The subcommittee will come to order, please. 

The chairman has a very short statement and then we will open with 
our first witness. 

I am gratified to see so many present here today. 

This is rather an auspicious occasion. Not only is this the first 
meeting ever held in this beautiful new hearing room, but we are 
meeting to consider an entirely new program for the Federal service. 

I think I am also unique. I am one of the members of the Senate 
who has not yet complained about this new building and as far as I 
am concerned, I don’t intend to do so. 

This occasion makes me doubly happy. I am pleased to partici- 
pate in the dedication of this hearing room. I am likewise pleased 
to officiate as chairman of the Insurance Subcommittee of the Senate 
Post Office and Civil Service Committee, as we begin hearings de- 
signed to develop a health and major medical insurance program for 
employees of the Government. I am confident that my associates, 
Senator Yarborough and Morton, who are the other members of the 
Insurance Subcommittee, are equally pleased to have their names asso- 
ciated with the program under consideration. 

The hearings are on S. 94, a bill to provide for Government. con- 
tribution toward personal health service benefits for civilian officers 
and employees in the U.S. service and their dependents, to authorize 
payroll deductions for participants, and for other purposes. 

The full text of the bill will be included in the transcript of the 
hearings immediately following my remarks. 

When these hearings were originally announced, I stated— 

I am in full sympathy with the objectives of this measure and am confident 
that it will be of interest to all Federal employees. The health of the Nation 
deserves our best attention at all times and certainly the Federal Government 


should not lag behind private employers in providing health benefits to its 
employees. 


1 
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Later in the announcement I added: 


The matter of developing a health program which provides adequate and 
reasonable health insurance benefits is complex in the extreme, but I am con- 
fident that a way will be found to overcome the objections that so far have re- 
sulted in denying such a health program to Federal employees. 

To that end, the invited witnesses from the executive branch have 
been asked to direct their testimony to the objectives of the bill and 
to possible ways of attaining those objectives. It is my hope that 
other witnesses will feel at liberty to do the same. Certainly, every 
effort has been made to let everyone know that our only concern is 
with the development of a sound health and medical-insurance pro- 
_— We are not at all wedded to the precise provisions or specific 
anguage of S. 94. I desire to emphasize that strongly. S. 94 is 
before us for guidance and so that we have a launching.pad to take 
off from with this legislation but we are perfectly willing to consider 
“— i ag that are legitimate in this whole general field. 

ubject to such change as may become necessary these hearings 
will be conducted as follows: 

1. Hearings will be held on April 15 and April 16, and the follow- 
ing week on Apr il 21 and April 23. 

2. They will be held in this room and will start at 9:30 a.m. 

I want to emphasize this. Following today we will try to start 

each morning as close to 9 :30 a.m. as possible. 

3. Administration and agency representatives will be heard first, 
followed by representatives of employee groups—after which repre- 
sentatives of industry will be heard and then such individuals as may 
wish to appear. 

4. Finally, the spokesman for the administration may be recalled 
for final interrogation and discussion of the hearings. Accordingly, 
the Bureau of the Budget and the Civil Service Commission particu- 
larly are invited to have a representative in attendance at the hearings 
at all times. 

5. Because of the great number of witnesses and the fact that we 
will hold only four subcommittee sessions, time for witnesses will 
necessarily be limited, although each witness will have the opportunity 
to have his or her statement included in full in the hearing record. 
The chairman of the subcommittee will space the time available to each 
witness, when the list is available, for each day of the hearings. 

Before calling our first witness I should like to say this myself. 
Having suffered a serious illness during the past year, I think I have 
some personal awareness, not only of the suffering which goes into 
such an ordeal, but also of the financial impact on the family of the 
patient. I am also aware that most employees of the Federal Gov- 
ernment are not highly paid individuals. I am aware of the fact that 
a U.S. Senator is much more able to bear the cost of a major illness 
than a Government clerk. Yet, when the major illness strikes, it can 
strike the Secretary of State or U.S. Senator or a President or a 
Government clerk or somebody who drives a car for the Government 
or performs any other service. 

I am aware of the fact that many outstanding plans for health 
insurance have been provided in private industry. Some of them 
have been a model for the whole Nation. It does seem to me that 
the Federal Government, which is the principal employer in our 
country if I’m not mistaken, has far more employees than any other 
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entity, public or private, and should certainly come up to par in this 
respect and that’s what we're seeking fortoday. __ ; 

The bill will now be printed. Following the bill I direct that the 
reports of its agencies be printed. 

(The documents referred to are as follows :) 


[S. 94, 86th Cong., 1st sess.] 


A BILL To provide for Government contribution toward personal health service benefits 
for civilian officers and employees in the United States service and their dependents, to 
authorize payroll deductions for participants, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Federal 
Employees’ Health Insurance Act of 1959”. 

Sec. 2. In view of the demonstrated values of prepaid health service to the 
well-being and efficiency of employees, and the widespread practice, on the part 
of large private employers, of participating with their employees in obtaining 
such benefits, the Congress enacts this Act in order that the Federal Government 
shall measure up to the standards now commonly set by private employers in 
this regard, by making available to Federal employees and their dependents 
the maximum financial protection against sickness costs, and the most compre- 
hensive preventive, diagnostic and curative medical care, obtainable for practical 
financial outlays by employees and by the Government. 

Sec. 3. As used in this Act— 

(a) The term “United States” includes the Territories and possessions of the 
United States. : 

(b) The term “Commission” means the Civil Service Commission. 

(c) The term “carrier” means a voluntary association, corporation, or part- 
nership, or other organization which is lawfully engaged in providing, or paying 
for or reimbursing the cost of, personal health services under insurance policies 
or contracts, membership contracts, or the like, in consideration of premium 
payable to the carrier, including a health insurance plan duly sponsored or 
underwritten by a national association of Federal employees. 

(d) The term “Advisory Council” means the Federal Employees’ Health 
Benefits Advisory Council created by section 17 of this Act. 

(e) The term “dependent” means an employee’s spouse; an unmarried child 
under the age of nineteen years, an unmarried child under the age of twenty- 
three years who is enrolled in a full-time course of study at an educational 
institution and who is in fact dependent on the employee for over one-half 
of his support, or an unmarried child whe is incapable of self-support because 
of a mental or physical incapacity that existed prior to his reaching the age of 
nineteen years and who is in fact dependent on the employee for over one-half 
of his support; or such other persons as are included in such terms by or pursuant 
to regulations prescribed by the Commission after consultation with the Advisory 
Council. The term “child” includes an adopted child or a stepchild. 

(f) The term “head” in reference to an employing establishment means (1) 
the President with respect to the Executive Office of the President; (2) the 
Secretary of an executive department with respect to his department, and the 
highest administrative and policymaking officer or body of any other independent 
establishment in the executive branch with respect to such an establishment, 
except that in the case of any establishment governed by a board, commission, 
or other plural-member body, where the presiding officer of such body is by law 
designated as the chief executive and administrative officer of such body, he 
shall be deemed to be the head of such establishment for the purpose of this 
Act: (3) the Administrative Officer of the United States Courts with respect to 
the judicial branch; (4) the Comptroller General of the United States with 
respect to the General Accounting Office; (5) the Librarian of Congress with 


' respect to the Library of Congress; (6) the Public Printer with respect to the 


Government Printing Office; (7) the Architect of the Capitol with respect to the 
Office of the Architect of the Capitol; (8) with respect to officers and employees 
of the legislative branch not under the jurisdiction of any other aforementioned 
officers, the Speaker of the House of Representatives and the President of the 
Senate jointly, or such other officer or officers as may be specified by concurrent 
resolution of the Congress, or, with respect to officers or employees under the 
jurisdiction of either House, by resolution of such House; and (9) the Board of 
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Commissioners of the District of Columbia with respect to the municipal govern- 
ment of the District of Columbia. 

Sec. 4. (a) Except as provided in subsection (b) of this section, each ap- 
pointive or elective officer or employee (hereinafter called “employee’) in or 
under the executive, judicial, or legislative branch of the United States Govern- 
ment, including a Government-owned or controlled corporation (but not including 
any corporation under the supervision of the Farm Credit Administration, of 
which corporation any member of the board of directors is elected or appointed 
by private interests), and of the municipal government of the District of Co- 
lumbia shall, if the official station of such employee is within the United States 
(including the Canal Zone) at such time and under such conditions of eligibility 
as the Commission may by regulation prescribe, come within the purview of this 
Act. Such regulations may provide for the exclusion of employees on the basis 
of the nature and type of employment or conditions pertaining thereto such as 
short-term appointments, seasonal or intermittent employment, and employment 
of like nature, and shall be issued only after consultation with the head of the 
department, agency or establishment, and with the Advisory Council: Provided, 
That no employee or group of employees shall be excluded solely on the basis of 
the hazardous nature of employment. 

(b) This Act shall not apply to any individual by reason of his status or service 
as a “member” of a “uniformed service’ as such terms are defined in the Career 
Compensation Act of 1949, as amended. 

Sec. 5. The provisions of this Act for a Government contribution toward the 
cost of prepaid health benefits and for payroll deductions shall be applicable to 
any employee within the purview of the Act who elects, for himself or for himself 
and his dependents, to enroll (subject to the enrollment requirements of the ap- 
plicable plan) in any one of the following plans approved by the Commission, 
after consultation with the Advisory Council : 

(a) Plans for health benefits which are provided, to the maximum extent 
practicable, on a service basis (that is, a basis whereby premium payments shall 
constitute full payment to the providers of the services stipulated in the contract, 
without additional charges by the providers) pursuant to a contract entered into 
by or through the Commission in accordance with section 9(a) ; 

(b) Plans for basic health benefits on a cash indemnity basis (that is, a basis 
whereby the carrier agrees to pay certain stipulated sums of money, not to exceed 
the actual costs incurred, to the employee or dependent who incurs costs or 
charges under the conditions of the policy) pursuant to a policy purchased by 
the Commission in accordance with section 9(a) ; 

(c) Plans of hospital, surgical, medical, or other personal health services (or 
any combination of such services) duly sponsored or underwritten by a national 
association of Federal employees of which the employee is a member ; or 

(d) Group practice prepayment plans. 

Sro. 6. (a) Each employee to whom this Act applies will be enrolled, for him- 
self or for himself and his dependents, for the nonoccupational group major medi- 
eal expenses insurance for benefits provided in paragraph (c). 

(b) The Commission, after consultation with the Advisory Council, is author- 
ized, without regard to section 3709 of the Revised Statutes, as amended, to pur- 
chase from one or more insurance companies, as determined by it, a policy or 
policies of insurance to provide the nonoccupational group major medical expense 
insurance benefits specified in this Act: Provided, That any such company must 
meet the following requirements: (1) Be licensed under the laws of thirty-six out 
of the forty-nine States of the United States and the District of Columbia to 
issue group health insurance; it shall be further required that the thirty-six 
States shall have at least 60 per centum of the population of the United States; 
and (2) its total group health insurance benefit payments incurred in the United 
States, excluding loss of income payments, during the most recent calendar year 
for which information is available to the Commission shall equal at least 1 per 
centum of all such payments incurred in the United States by all domestic com- 
panies during such year. 

(c) Nonoccupational group major medical expense insurance shall provide the 
following benefits for medical, surgical, and hospital expenses incurred in a cal- 
endar year by each individual covered by the policy : 

(1) 75 per centum of the amount by which the covered medical, surgical, and 
hospital expenses exceed the sum of any cash or service benefits provided to such 
covered individual for covered medical, surgical, and hospital expenses under any 
other policy or contract of insurance under this Act and the applicable medical 
expense deductible. The medical expenses deductible shall be as follows: 
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Medical Expense 
Annual Salary : Deductible 


Under $6,000 
6,000 through $10,999. 
11,000 and over 


(d) The additional extended or major medical benefits offered under subsec- 
tion (a) above shall not, however, duplicate, replace, or substitute for the basic 
penefits offered under section 9(c), nor shall any carrier curtail the scope or 
amount of the protection afforded by programs now in existence in consideration 
of the fact that extended or major medical benefits are to be made available to 
Federal employees. 

(e) The premium rates established under the major medical contract referred 
to in this section shall, with respect to classes of subscribers enrolled in the 
alternative plans of basic benefits provided for under section 5, take into ac- 
count the scope of basic benefits provided by such plans. 

Sec. 7. A written notice by an employee to whom this Act applies, to the head 
of his employing establishment, on a form prescribed by the Commission, stating 
that he has enrolled or desires to enroll under a plan or policy of his choice 
under section 5 shall, subject to the employee’s right to withdraw such notice 
in accordance with the regulations of the Commission, be deemed to authorize 
deductions from the employee’s pay in accordance with section 10(a). If an 
employee to whom this Act applies has a spouse who is also an employee to 
whom this Act applies, either spouse (but not both) may file a notice of enroll- 
ment for self and dependents under this Act; or either spouse (or both) may 
enroll for himself or herself alone. 

Sec. 8. On each anniversary of his enrollment under section 7 of this Act, but 
not earlier, each employee may exercise the right to transfer from one plan or 
policy offered under section 5 to another, subject to the enrollment requirements 
of the respective plans or policies and the regulations of the Commission. The 
exercise of this right shall require formal notice on a form prescribed by the 
Commission, which must be submitted to the head of the employing establish- 
ment within a reasonable period, as determined by the Commission, prior to the 
anniversary date. 

Sec. 9. (a) The Commission is authorized, without regard to section 3709 of 
the Revised Statutes, to enter into a contract with one or more carriers which 
provide health benefits primarily through contracts or agreements with phy- 
sicians-or hospitals for the provision of prepaid basic health benefits to be fur- 
nished to the maximum extent practicable on a service basis; and to purchase 
from one or more carriers an insurance policy for the provision of such basic 
benefits on a cash indemnity basis. Each such contract or policy shall be for 
a term of not to exceed one year, but may be made automatically renewable in 
the absence of notice of termination by either party. 

(b) Subscription charges and premiums for benefits elected under section 
5 shall reasonably and equitably reflect the cost of the benefits provided. 

(c) Basic benefits, for the purposes of this section, shall consist of : 

(1) Benefits which the Commission, after consultation with the Advisory 
Council, finds equivalent to the full cost of hospital care in semiprivate accom- 
modations for one hundred and twenty days in any period of continuous hospi- 
talization, or for one hundred and twenty days in the aggregate in any periods 
of hospitalization separated by ninety days or less; 

(2) Benefits which the Commission, after consultation with the Advisory 
Council, finds to be reasonable and desirable with respect to medical and surgical 
services during such periods of hospitalization ; and 

(3) Such benefits with respect to services to hospital outpatients and other 
ambulatory patients as the Commission after consultation with the Advisory 
Council, finds to be reasonable and desirable, including diagnostic and treat- 
ment services, surgical services, and services in cases of accidental injury. 

The benefits referred to above may be subject to such exclusions as the Com- 
mission, after consultation with the Advisory Council, finds to be necessary and 
desirable to avoid duplication of services or benefits otherwise available or for 
other reasons. 

Sec. 10. (a) For each employee for whom there is in effect a notice of enroll- 
ment in a plan in accordance with section 7, there shall be contributed by the 
Government an amount equal to (1) two-thirds of the premium or subscription 
charges for the basic insurance coverage and the full cost of the extended or 
major medical insurance benefits, or (2) an amount equal to $2.50 biweekly for 
an employee or $7 biweekly for an employee and his dependents (or corre- 
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sponding amounts in the case of employees paid on other than a biweekly basis) : 
whichever is the lesser. The remainder of such subscription charges or pre- 
miums shall be withheld from payments of salary to the employee. 

(b) The sums contributed by the Government and the sums withheld from 
salaries under the foregoing subsection shall be paid by the heads of the respec- 
tive establishments to the Health Benefits Fund established under section 11. 

(ce) Appropriations available to each of the employing establishments and to 
the Commission for salaries and expenses shall be available for necessary 
administrative expenses of carrying out the purposes of this Act. There are 
hereby authorized to be appropriated, to the employing establishments and to 
the Commission, such sums as may be required under this Act for expenses of 
administration. 

Sec. 11. There is hereby created a “Federal Employees’ Health Benefits Fund,” 
hereinafter referred to as the “Health Benefits Fund,” from which all premium 
or subscription charge payments shall be made to such central agencies as may 
be established by the participating carriers, and approved by the Commission, 
after consultation with the Advisory Council, to facilitate the administration of 
this Act. The amounts withheld from the salaries of employees and the annui- 
ties of retired employees, and the amounts contributed by the Government 
toward the cost of health benefits for such employees, shall be paid into the 
Health Benefits Fund. The income derived from any dividends, premium rate 
credits or other refunds, or from interest earnings on amounts held in reserve 
shall be credited to and constitute a part of the Health Benefits Fund. Any 
amounts remaining in such fund after all premium or subscription charges have 
been paid shall be retained as a special reserve for adverse fluctuations in fu- 
ture charges, or for the advance funding of the cost of insurance coverage for 
retired employees, or may be applied to reduce the premium or subscription 
cost of, or to increase the benefits provided by, the plan or plans from which 
such proceeds are derived, as the Commission, after consultation with the Ad- 
visory Council, shall from time to time determine, 

Sec. 12. (a) The Commission, after consultation with the Advisory Council, 
shall prescribe regulations fixing minimum standards for participating prepaid 
health plans, and it shall not enter into any contract or purchase any policy 
under section 9, or approve any plan for purposes of sections 5 and 6, which 
does not comply with such standards. Approval of such a plan shall not be 
withdrawn except after notice and opportunity for hearing to the carrier or 
carriers and to the employees concerned. 

(b) No contract shall be made, policy purchased, or plan approved, which 
excludes employees because of race or sex or, at the time of the first opportunity 
to enroll, because of age. 

(c) No contract shall be made, policy purchased, or plan approved which does 
not offer to employees, whose employment under the purview of this Act is 
terminated, the option to convert their health benefits coverage to an individual 
contract. The terminated employee who exercises this option shall pay the full 
cost of the individual contract, on such terms or conditions as may be approved 
by the Commission, after consultation with the Advisory Council. 

(d) The benefits and coverage made available pursuant to the provisions of 
this Act shall be nonecancellable by the carrier as to any individual subscriber, 
except for fraud or nonpayment of premiums on the part of the subscriber. 

Src. 13. (a) No contract shall be made or policy purchased under section 9 
which does not provide that, as long as the contract or policy is in effect, the 
stipulated benefits will be provided to retired employees and to the survivors of 
the deceased employees in accordance with this section. The provisions of this 
section shall also be applicable ,to any other plan approved by the Commission 
(ineluding any plan for extended or major medical benefits referred to in 
section 6. 

(b) The benefits provided pursuant to this section to retired employees shall 
be available under any plan to any employee who (1) is retired on an imme- 
diate annuity under the Civil Service Retirement Act or other retirement sys- 
tem for Government employees, (2) has made contributions to an approved plan 
either (A) during the last year of his creditable civilian service immediately 

‘preceding his retirement, or (B) during the entire period of his creditable serv- 
ice after December 31, 1959, until his retirement, and (3) elects to enroll for 
such benefits, for himself or for himself and his dependents. 

.{e) The benefits provided pursuant to this section to survivors of deceased 
employees shall be available under any plan to any survivor of a deceased em- 
ployee if (1) the survivor is entitled to an immediate annuity under the Civil 
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Service Retirement Act or other retirement system for Government employees, 
(2) the employee has contributed to an approved plan either for the last year 
of creditable service immediately preceding his death or during all of his credit- 
able service from December 31,1959, until his death, and during such period the 
survivor (if then living) was covered as a dependent of the employee, and (3) 
the survivor elects to enroll for such benefits. Entitlement of a survivor under 
this subsection shall cease when he ceases to be entitled to an annuity under the 
Civil Service Retirement Act or other retirement system for Government 
employees. 

(d) The. amount of subscription charge or premium to be paid by a retired 
employee or a survivor of a deceased employee under this section shall not 
exceed the amounts paid by active employees in the same region enrolled for 
the same health benefits; and the amount to be paid by the retired employee 
or the survivor shall be withheld from his annuity and paid into the Health 
Benefits Fund. The remainder of the cost of the benefits, and any amounts 
which may be allocated to finance such benefits in advance for employees to 
be retired in the future, shall be contributed by the Government to the Health 
Benefits Fund. 

Sec. 14. Any employee enrolled in a plan under this Act who is removed or 
suspended without pay and later reinstated or restored to duty on the ground 
that such removal or suspension was unjustified or unwarranted shall not be 
deprived of coverage or benefits for the interim but shall have his coverage 
restored to the same extent and effect as though such removal or suspension 
had not taken place, and equitable adjustments shall be made in premiums, 
subscription charges, contributions, and claims. 

Sec. 15. Each employee enrolled in accordance with this Act shall receive 
either a contract or certificate, as specified in the plan or policy, setting forth 
the services or benefits to which the employee, or the employee and his de- 
pendents, are entitled thereunder, to whom monetary benefits shall be payable, 
the procedure for submitting claims, and containing or summarizing the prin- 
cipal provisions of the policy or plan affecting the employee or the employee 
and his, dependents. 

Sec. 16. The Commission is authorized to prescribe such regulations as is 
finds necessary, after consultation with the Advisory Council, for the admin- 
istration of this Act, including regulations with respect to the manner in which 
employees shall give notice of enrollment under section 7, regulations gov- 
erning continued coverage during temporary absence without pay, and the 
conditions (relating to reasonable notice to the employees affected) under 
which a plan approved by the Commission may be withdrawn. Regulations, 
procedures, and forms relating to the fiscal and accounting aspects of the ad- 
ministration of this Act shall be subject to the approval of the Comptroller 
General. 

Sec. 17. There is hereby established a Federal Employees Health Benefits 
Advisory Council, to be appointed by the President and to consist of not more 
than fifteen persons, one of whom shall be designated to serve as Chairman 
of the Advisory Council. At least nine of the members of the Advisory Council 
shall consist of representatives of bona fide Federal employee associations, and 
shall serve without compensation, except for actual and necessary travel and 
subsistence expenses while so serving away from their places of residence. The 
other members of the Advisory Council, shall be persons experienced in the 
administration of prepaid health benefits or in the rendition of services under 
prepaid health benefit plans, and shall be compensated while serving on business 
of the Council, at such rate, not in excess of $50 per day, as the Chairman of 
the Commission may determine, and shall also be entitled to receive an allowance 
for actual and necessary travel and subsistence expenses while so serving away 
from their places of residence. It shall be the duty of the Advisory Council to 
review from time to time the operation and administration of this Act ; to receive 
reports and information with respect thereto from employees and their represen- 
tatives; to consult with and advise the Civil Service Commission, and when it 
deems necessary the employing establishments, in regard to the administra- 
tion of this Act; and to make recommendations to the Commission with respect 
to the. amendment of this Act or improvements in its administration. Each 
member of the Advisory Council shall hold office for three years; except that 
of the members first appointed, one-third shall hold office for one year and one- 
third for two years; and that a member appointed to fill a vacancy occurring 
prior to the expiration of a term shall hold office for the remainder of such 
term. The Council shall meet not less often than quarterly, on call of the 
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Chairman of the Civil Service Commission or on request of any three members 
of the Council. The Commission shall provide the Council with the Secretarial 
and clerical staff necessary and appropriate to the performance of its functions. 

Sec. 18. The Civil Service Commission shall make a continuing study of the 
operation and administration of this Act; including surveys and reports on 
health insurance plans available to employees and on the experience of plans 
receiving contributions under this Act, with respect to such matters as gross 
and net cost, administrative cost, benefits, utilization of benefits, and the portion 
of the actual personal expenditures of Federal employees for health care which 
is being met by prepaid benefits. The Commission shall from time to time make 
reports to the Congress and to the Advisory Council, on the results of such 
studies, and recommendations with respect to the amendment of ‘this Act. The 
Council shall make such reports and recommendations available generally to 
employees to whom this Act applies. 

Sec. 19. The district courts of the United States shall have original juris- 
diction, concurrent with the Court of Claims, of any civil action or claim against 
the United States founded upon this Act. 

Sec. 20. This Act, including provisions for withholding and’ contributions, 
shall become effective on July 1, 1959, or to the extent so provided in regula- 
tions of the Commission, on the first day of the first pay period after that date. 


U.S. Civin SERVICE COMMISSION, 
Washington, D.C., April 14, 1959. 
Hon. Orin D. JOHNSTON, 
Chairman, Committee on Post Office and Civil Service, 
U.S. Senate. 


Dear SENATOR JOHNSTON: Attached is a report of the Civil Service Commis- 
sion on the bill, S. 94, the purposes of which are to provide basic health and 
major medical benefits to Federal civilian employees and their dependents. 

As the committee knows, the administration has endorsed the purposes 
which S. 94 seeks to achieve, and previously has included recommendations for 
health insurance in its legislative program. Fiscal considerations and the 
greater need for pay adjustments last year led to a Presidential recommenda- 
tion to postpone action on health insurance. 

The provision of 8. 94 which would have the Government contribute approxi- 
mately two-thirds of the cost and the employee only One-third would be con- 
trary to the administration’s views on proper sharing of the cost under any 
health insurance program. As a matter of principle the administration would 
find it preferable to follow the pattern laid down in the Federal Employees’ 
Group Life Insurance Act, where the Government contributes one-third of the 
cost and the employee pays the balance. 

Leaving fiscal and cost-sharing considerations aside, it is generally the view 
within the executive branch that the subject of health insurance should have 
further study and attention by the Congress, and that specific legislative pro- 
posals should be examined against the backdrop of principles which may be 
used as criteria for a plan that will best serve the interest of the Government 
and its employees. Accordingly, the Civil Service Commission has been author- 
ized to prepare and transmit for the use of the committee these criteria, ‘18 in 
number, and to discuss the individual provisions of S. 94 in the light of them. 
It is this effort which makes up the bulk of the attached document. 

The Commission believes that these principles will demonstrate the ways in 
which S. 94 would fall short of meeting the needs of both the Government and 
its employees, and, at the same time, will point the way to description of a 
health insurance plan which would not have the deficiencies. of S. 94. With 
this end in view, the final pages of the attached analysis are given over to 
the description of such a plan and to a comparison of the plan with the 15 
principles and the specifie provisions of S. 94. We would recommend that 
these matters be given continuing study by the staff of the committee. The 
Commission will be glad to make available members of its staff for consultation 
and advice and, at the appropriate time, if the committee so desires, to assist 
in the drafting of legislation which could then be circulated to the departments 
and agencies for a formal expression of their views. 
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The Bureau of the Budget has advised that there is no objection to transmittal 
of the report. 
By direction of the Commission. 
Sincerely yours, 


Rocer W. Jones, Chairman. 
REPORT OF THE U.S. CIVIL SERVICE COMMISSION ON S. 94 


A. ENUMERATION OF PRINCIPLES 


The following principles are listed in more or less random order. The listing 
does not include the more obvious principles, e.g., a good plan should provide 
for payroll deductions and entail costs which are not prohibitive. 

1. Full advantage should be taken of the size and geographical dispersion of 
the Federal workforce: The greater number of participants in a plan and the 
more widely they are distributed geographically, the less will be the unfavorable 
impact of adverse experience in any one area, the lower will be the cost to the 
employees as well as the Government, and the less will be the tendency for these 
costs to increase. 

2. There should be a minimum (ideally one) rather than a multiplicity of 
available plans: This would enable the Government to negotiate a few rather 
than a large number of contracts; it would avoid costly advertisement of com- 
peting plans and simplify the employee’s choice of a plan; and, in general, it 
would make administration considerably less difficult and costly. 

3. Administration should be relatively simple: A minimum of paperwork 
should be required of employing agencies, the Commission, the insurance car- 
riers, hospitals, doctors, and employees claiming benefits. Settlement of claims 
should be made promptly. 

4. Enrollment in approved employee association-sponsored plans and group 
practice prepayment plans should be permitted: Although this conflicts with 
the principle stated in item (2) above, strong considerations of equity dictate 
that existing plans of the types mentioned should be permitted to participate 
if they can meet the standards of eligibility to be prescribed. 

5. Nationwide, the pattern of benefits provided should be as uniform as 
possible: Benefit differences among plans available to various groups of em- 
ployees for such reasons as age, geographic location, nature or type of employ-- 
ment, and salary range should be nonexistent or at a minimum. 

6. Benefits should be comparable regardless of where or how service is ren- 
dered: It should be immaterial whether an employee receives treatment in 
or out of a hospital, by a physician or a surgeon, or by a specialist or general 
practitioner. Were it otherwise, the type or place of treatment and length of 
stay in hospital could be improperly influenced by considerations of insurance 
coverage. 

7. A plan should be such that it is readily acceptable to the medical profession 
and to hospital administrators: To simplify collection of bills, hospital admin- 
istrators tend to prefer a plan which provides for payment of benefits directly 
to the hospital, and doctors like a plan which does not interfere with local tra- 
ditions and patterns of furnishing medical service. 

8. A plan should meet all types of medical expenses with a minimum of ex- 
clusions from and limitations of coverage: All reasonable and legitimate costs 
of illness and accident not normally budgeted for by prudent people should be 
covered; there should be no invidious exclusions or limitations. The plan 
should not be limited to hospital and surgical benefits. 

9. The high cost of catastrophic or prolonged illness should be covered: The 
bankrupting costs of catastrophic or prolonged illnesses make them contingencies 
against which insurance is essential. 

10. Reasonable controls should be prescribed: Controls are necessary to keep 
plan costs down. Experience has well established that without some incentive 
to minimize costs, some individuals seek and obtain treatment and services 
which they normally would and could do without. Coinsurance and deductibles 
which require the individual to share the cost are effective deterrents to prod- 
igality. By avoiding the payment of a large number of minor claims, and by 
requiring the employee to share the cost of expenses that are paid by the plan, 
deductibles and coinsurance also operate to minimize the frequency of rate 
increases. 
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11. Coverage of dependents should be fairly liberal. The definition of de- 
pendents should include wives; unmarried children from birth to, say, age 21: 
unmarried children age 21 or over who are incapable of self-support because of 
a physical or mental disability which began before age 21; stepchildren, foster 
children, and natural children within the above categories who, in addition, are 
dependent upon and live with the employee in a regular parent-child relation- 
ship; husbands (of female employees) who are incapable of self-support be- 
cause of mental or physical disability. 

12. With some limitations, “free” coverage should be provided for certain 
groups of individuals. The free-coverage groups should include employees who 
are retired, on leave without pay, in receipt of Federal employees’ compensation 
benefits. If feasible, it would also be desirable to include survivor annuitants. 

13. Provision should be made for finding the cost for the free-coverage group 
during the employee’s active working life: Properly designed advance funding 
is essential to a stable premium rate and benefit structure. Without prefund- 
ing, the cost of benefits for a rapidly growing free-coverage group can easily 
bankrupt a plan within a few years. 

- 14, Opportunity should be provided to convert group coverage to individual! 
coverage: Upon severing his connection with the Government, an insured em- 
ployee (or in the event of death his insured survivor) should be permitted to 
continue his coverage on an individual basis. 

15. The plan sponsored by the Government should be of the best quality ob- 
tainable for a reasonable premium: Overall, it should be comparable with thie 
best plans sponsored by progessive private employers but, in comparison to such 
privately sponsored plans, it should not be made too liberal by an excessively 
high employee or Government centribution. 

16. The Government should provide for its employees, as a group, a plan which 
they, as individuals, cannot obtain for themselves: If the Government merely 
helped to pay for health insurance already available to employees, it would be 
failing to take advantage of a fundamental group insurance principle. This 
principle is that, with a wide spreading of the risk, more liberal benefits can be 
provided at a lower cost than can be provided any individual. 

17. A plan should be sufficiently flexible to permit it to keep abreast of the 
frequent advances in medical science: Frequent modifications of a plan are 
undesirable. To avoid them, a plan should be initially designed with enough 
flexibility so that it will cover the new medical and surgical techniques ani 
procedures which are constantly being developed. 

-18. A plan should be easily understandable by employees: It should be pos- 
sible to explain the benefits of a plan simply and clearly so that employees can 
decide whether they wish to enroll in it and so that they can thereafter make 
intelligent use of the benefits it provides. 


B. SecTIONAL ANALYSIS WITH SOME COMMENT 
SECTION 1 


Creates a short title—the ‘Federal Employees’ Health Insurance Act of 1959.” 


SECTION 2 


States the purpose of the bill as being to permit the Government to measure 
up to the standards set by private employers who participate with their em- 
ployees to obtain prepaid health services. 


Comment 


The emphasis on “measuring up” to private employers’ standards is not really 
the main purpose of the bill. It should also be noted that, if enacted, the bill 
would not only measure up to but far exceed the standards set by major private 
employers. 

SECTION 3 


Defines terms used in the bill. Included in the terms defined are; “United 
States” (includes Territories and possessions) ; “Commission” means the Civil 
Service Commission ; “Advisory Council’ means the group created by section 17 
of the bill; “dependent” means an employee's spouse ; unmarried child under 19. 
unmarried child under 23 who is in school full time and dependent on employee 
for over one-half support: unmarried, disabled child incapable of self-support 
who became disabled before 19 and is dependent on employee for over one-half 
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support; “child” includes an adopted child or a. stepchild. The Commission 
may by regulation and with approval of the Advisory Council include “other per- 
sons” as dependents. “Head’’ (of an employing establishment) is defined in 
detail and at some length as the top-ranking officer of an agency (e.g., the Presi- 
dent for the Executive Office, the secretary of any department in the executive 
pranch). 


Comment 


The definition of “dependent” is quite liberal in classing as within the defini- 
tion children in school to age 23 and nondisabled husbands of female employees. 
The advisability of including nondisabled husbands as dependents, is, however, at 
least questionable: Coverage under a Government-sponsored plan would tend to 
encourage their withdrawal from plans in which they may already be participat- 
ing and, in general, would lessen the need for private employers to provide group 
health insurance. As a matter of broad policy it would therefore be preferable 
if coverage under any Government-sponsored plan were limited to the employee 
and his (or her) dependents; nondependent husbands of female employees 
would thus be excluded. 

In at least two respects, the definition of “dependent” may be too conservative 
and perhaps even inequitable. Unmarried nondisabled children not in school 
are classed as dependents only to age 19 (in contrast to age 23 if in school) and 
dependent foster and natural children are not included at all. It would be less 
discriminatory and more equitable to include dependent foster and natural chil- 
dren and unmarried children, whether in school or not, to, say, age 21. If the 
term “dependent” were adequately defined, the authority granted the Commis- 
son to broaden its definition is superfluous. 

The definition of the term agency “head” anticipates its use in sections 7, 
8, and 10(b) which respectively provide that notices of enrollment in and trans- 
fers between plans be given directly to an agency “head” and that the agency 
“head” pay contributions to the health benefits fund. Such direct notice and 
payment would be unnecessary and impracticable. It would suffice if notices 
were required to be given and payment required to be made by the “employing 
office.” 

SECTION 4 


Establishes eligibility requirements for health insurance coverage. All civilian 
Federal and District of Columbia employees are covered except employees of 
certain corporations under the supervision of the Farm Credit Administration ; 
all employees whose official duty station is outside the United States (which by 
definition includes Territories and possessions) ; employees who may, after con- 
sultation with the Advisory Council, be excluded by Commission regulation be- 
cause of the nature of their employment. 


Comment 


Eligibility requirements generally follow those prescribed in the Federal 
Employees’ Group Life Insurance Act. However, eligibility would not, as in the 
Federal Employees’ Group Life Insurance Act, be extended to citizen employees 
outside the United States, employees of Gallaudet College, and Official Reporters 
of debates of the Senate and their employees. 

Exclusion of the two latter groups of employees from coverage under S. 94 
is probably an oversight; they should be specifically mentioned in any bill as 
being eligible for coverage. No reason is perceived for what appears to be the 
deliberate exclusion of citizen employees outside the United States unless it is 
that provision has been or will be made for them in other legislation. Even if 
they are serving at stations or under conditions where they would personally 
have no need for the coverage provided by the bill, they could wish to enroll 
in order to insure dependents residing in the United States. In any event, 
overseas employees should be able to choose between enrolling and not enrolling 
for coverage. 

SECTION 5 


Permits the Government to contribute toward the cost of health insurance of 
an employee who enrolls “for himself or for himself and his dependents” in one 
of four types of (basic health) insurance plans: 

(a) Service plans (such as Blue Cross/Blue Shield) ; 

(b) Cash indemnity plans (usually provided by commercial insurers) ; 


39992—59——2 
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(c) Plans sponsored by a national Federal employee association of which the 
enrolling employee is a member ; 

(d@) Group practice prepayment plans (such as Health Insurance Plan of 
Greater New York, Group Health Association of Washington, D.C., etc.). 

Enrollment in any plan is subject to the requirements of the particular plan 
and all plans, to be eligible, must be approved by the Commission after consulta- 
tion with the Advisory Council. For plans of types (A) and (B), the Commis- 
sion must purchase a contract or policy. . 


Comment 


The intent of this section on at least two points is not clear. The points about 
which doubts exist are the following : 

1. The phrase “for himself or for himself and his dependents” beginning on 
line 23, page 5 and appearing elsewhere in the bill could be construed to permit 
an employee who has dependents to enroll for himself only. It is, however, open 
to a construction which would compel an employee who has dependents to enroll 
for himself and his dependents even though he may wish to enroll for himself 
only. 

Probably the first construction, permitting an employee with dependents to 
enroll for himself only, if he so wishes, is the one which is intended. The sec- 
ond suggested construction would be difficult or impossible to enforce. 

2. The term “basic health” is used on page 6, line 10 to describe plans of the 
eash indemnity (B) type. Itis omitted in describing the three other (A, C, and 
D) types of plans. To avoid any confusion as to what is intended by “basic 
health” and derivatives of this term (i.e., “basic benefits,” “basic health bene- 
fits”) where they are used elsewhere in the bill, and to eliminate any nongroup 
plans from qualifying as carriers, all the four types of plans and benefits flow- 
ing from them should be described as “basic health,” or where appropriate, as 
“group basic health.” 

SECTION 6 


Subsection (a) : Provides major medical coverage for “each employee to whom 
this act applies.” 


Comment 


It is not clear whether it is contemplated that the major medical insurance 
would be automatic for all covered employees or whether such insurance would 
attach only if the employee enrolled for basic health insurance. 

The language in subsection (a), standing alone, is unequivocal in conferring 
automatic major medical insurance upon all covered employees, regardless of 
whether they enroll for basic health insurance. Yet subsection (c) of section 6 
(see below) provides for a basic health “deductible” ; additionally, section 10(a) 
would require the Government to contribute the full cost of the major medical 
coverage. Under these circumstances, employees would be encouraged to forego 
enrollment for basic benefits and automatically obtain the major medical cover- 
age free of cost to themselves and, in effect, without the full deductible intended. 

Subsection (b): Authorizes the Commission, after consultation with the Ad- 
visory Council, to buy one or more major medical insurance policies from one or 
more insurance companies and specifies two requirements which each such com- 
pany must meet. These requirements are: 

1. The company must be licensed in 36 of the 49 States which together contain 
at least 60 percent of the national population. 

2. Group health benefit payments made by the company during the most recent 
year for which information is available shall equal at least 1 percent of such 
payments incurred in the United States by all domestic companies. 


Comment 


Beeause Blue Cross/Blue Shield (and similar organizations) are not tech- 
nically classified as insurance companies, this subsection would probably rule 
out Blue Gross/Blue Shield as being considered insurance companies from which 
major medical insurance can be purchased. Blue Cross/Blue Shield would 
naturally be interested in participating in the basic health insurance contracts 
but if afforded the opportunity, they might also wish to consider underwriting 
major medical coverage. Blue Cross/Blue Shield could be given this opportunity 
by substituting the word “carriers” for “insurance companies” on page 7, line 
7 and elsewhere in the bill, as necessary. As defined in section 3, the term 
“carrier” would include organizations of the Blue Cross/Blue Shield type. 
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If the prime underwriters of the major medical insurance are companies which 
need be licensed in only 36 of the 49 States, it would give rise to difficulties in 
converting from group to individual coverage by employees who have severed 
their Government connection and by survivors of deceased employees. If none 
of the participating companies happens to be licensed in the State in which such 
an employee resides, the employee would certainly find it difficult to convert his 
group insurance to an individual policy. Also, the problem of diversity of citi- 
zenship would confront an employee in litigation against a company not licensed 
in his State. 

The prime insurer or insurers could be required to be licensed in all of the 
States and, in order to avoid discrimination against companies not so licensed, 
provision. could be made for the prime insurer(s} to cede reinsurance to com- 
panies not so licensed under an equitable formula, along the lines followed in 
the Federal Employees’ Group Life Insurance Act. 

Subsection (c) : Stipulates the benefits payable under major medical coverage 
as 75 percent of the employee’s expenses which are not covered by basic health 
benefits under the enacted bill, less a deductible which varies with the annual 
salary, as follows: 


Annual salary : Deductible 


Comment 

There are five points in this subsection which merit comment: 

1. No maximum as to the amount of major medical benefits payable is stipu- 
lated, nor is the Commission authorized to impose any. This omission of a 
limitation would be contrary to accepted insurance practice. It also would make 
it difficult to price accurately the cost of the major medical coverage. 

2. The deductible would consist in part of the basic health benefits payable un- 
der any of the four basic plans provided by the bill. It is quite possible that 
an employee or a covered dependent may have health insurance other than under 
one of the four plans provided by the bill and, therefore, that he would be 
reimbursed more than once for the same expense. Clearly, this would be 
wrong. 

For similar reasons, expenses not actually incurred by the employee or de- 
pendent, or which he is not obligated to pay, or for which he is otherwise 
reimbursed, e.g., confinement in a Federal or State hospital, recovery from a 
third party as a result of legal action, etc., should be excluded. 

3. Another part of the deductible consists of a flat amount which is graded 
according to the “annual salary.” The term “annual salary” is nowhere defined ; 
presumably it is intended to mean the insured employee’s annual basic Federal 
salary rate. 

In this same connection, it should be pointed out that the bill is silent on what 
basis this flat portion of the deductible will be determined for retired employees 
and survivor annuitants. These two groups do not, of course, have any basic 
Federal salary rate. 

4. Although the range of flat deductibles ($100, $200, and $300) is relatively 
narrow, it may not be quite equitable when considered as a percentage of 
salary—$100 is approximately 1.5 percent of $5,999 whereas $300 is approxi- 
mately twice that percentage of $11,000. Another way of stating this is to say 
that the breaks which the bill would provide between the amounts of the flat 
deductibles may be too sharp. Grading of deductibles is not uncommon prac- 
tice but the differences between them could be lessened. Graded deductibles 
would, however, entail administrative difficulties which could be entirely avoided 
if there were only one fixed deductible applicable to all employees regardless 
of salary rate. 

5. One other point concerning the flat deductibles: The bill does not specify 
whether the deductible which is mentioned applies to each member of an insured 
family or to the family as a group; nor does it specify whether the deductible 
applies to only the first or also to subsequent illnesses of an insured individual. 
The usual practice is to apply the deductible to each member of an insured 
family except in case of a common accident, in which event the one deductible 
applies to all injured family members. 

Subsection (da): Provides that the major medical benefits shall not duplicate, 
replace, or substitute for benefits which the basic health insurance plans are 
required to provide. 
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Subsection (d) also provides that basie health insurers shall not curtail the 
benefits they now offer in contemplation of the fact that major medical benetits 
will be made available to Federal employees. 

Subsection (e) : Provides that the major medical premium rates “shall, with 
respect to classes of subscribers enrolled in the alternative plans of basic bene- 
fits * * * take into account the scope of basic benefits provided by such plans.” 


Comment 


We construe this subsection as meaning that the major medical premium rate 
for each employee should be determined according to the basic health plan the 
employee selects; i.e., the richer the basic health plan selected by the employee, 
the lower his major medical premium will be. Because section 10(a) of the bill 
would require the Government to pay the entire major medical premium, it 
follows that the lower an employee’s major medical premium is, the greater would 
be the Government’s contribution to the cost of his basic health insurance, 
subject of course to the maximum imposed on the Government’s contribution. 

In theory there is some equity in setting an individual’s major medical 
premium in proportion to the richness of his basic health coverage. For the 
following reasons, however, it would be impracticable to do this: 

1. The minimum standards for each of the basic health plans would be the 
same and, to be competitive, the basic health plans, by and large, would presumii- 
bly offer benefits having an approximately uniform dollar value. 

2. The major medical premium would be only a minor portion of the total 
premium cost. The discount in the major medical premium resulting from an 
employee having a richer basic health plan would be so small as to be almost 
negligible and if applied toward his basic health insurance premium would not, 
on a pay-period basis, make any significant difference to the employee. 

3. The administrative cost of actuarial computations involved in adjustin: 
major medical premiums of all employees according to the richness of their 
respective basic health plans and the cost otherwise of handling major medic:! 
premiums on an individual basis would far exceed any advantage which th 
employee could realize. 

SECTION 7 


Provides for a written notice from the employee to the “head” of his employ- 
ing office for enrollment in one of the four types of basic health insurance plans 
on a form prescribed by the Commission. 

Permits the employee to “withdraw” this notice in accordance with Commis- 
sion regulations. 

Deems this notice to authorize health insurance deductions from the employee's 
salary. 

Permits husband and wife who are both Federal employees to enroll indi- 
vidually or one of them to enroll for self and dependents. 


Comment 


Enrollment notice to the employing office rather than to the agency head 
would be sufficient. (See comment under sec. 3 with respect to definition of 
agency “head.” ) 

While provision is made in this section for enrollment on a form prescribed 
by the Commission and section 5 requires that enrollment be subject to the 
requirements of the applicable plan, the times during which and the conditions 
under which initial enrollment and, thereafter, belated enrollment would be 
permitted should be prescribed by regulation. 

The bill is silent on permitting insured employee-annuitants and survivor- 
annuitants to withdraw their enrollment. 


SECTION 8 


Permits an employee to transfer from one to the four basic health insurance 
plans to another on the anniversary date of his enrollment, subject to the 
enrollment requirements of the respective plans and the regulations of the 
Commission. Requires written advance notice of such a transfer to the “head” 
of the employing office on a form prescribed and at a time determined by the 
Commission. 


Comment 


A small point in this section is that the notice of transfer to the employing 
office rather than to the agency head would be sufficient. (See comment under 
sec. 3 with respect to definition of agency “head.” ) 





HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 15 


A larger point is that transfers on the anniversary date of enrollment would 
permit too frequent transfers of employees between plans. Moreover, transfers 
would be at the unrestricted option of the employee. Frequent transfers at 
the option of the employee can be fraught with problems and difficulties which 
go unnoticed by section 8. Some of these are: 

1. Transfers, especially the frequent transfers which section 8 would encourage, 
entail obvious administrative expenses both to the Government and to the 
insurance carriers. 

2. Without any restrictions on his movement, an employee would be motivated 
to transfer by the belief (which as often as not might be a mistaken one) that 
at the particular time and under his particular circumstances the plan to which 
he sought transfer would be better for him than his current one. 

3. Section 8 makes no provision for the situation which would occur if at 
the time of transfer an employee or one of his dependents were “in benefit’”— 
eg. in a hospital. Should the plan from which or to which the employee 
transfers assume liability for the future cost of the current illness? 

In any health insurance program, transfers should be kept at a minimum and 
not be permitted on the unrestricted option of the employee. Rather, they 
should be permitted only during a transfer season or open season and even 
then only when circumstances warrant, as for example, when an existing 
plan is modified to provide new or additional benefits. 


SECTION 9 


Subsection (a): Authorizes the Commission to enter into a contract with 
one or more insurers under which basic health insurance of the service type 
will be provided; purchase from one or more insurers a policy under which 
basic health insurance of the cash indemnity type will be provided. The 
contract and policy are each limited to a 1-year term but may be made auto- 
matically renewable if not terminated by either party. 

This subsection, like section 5, is not clear as to whether it intends that one 
service type of contract and one indemnity type of contract (policy) shall be 


Comment 


purchased by the Commission or whether there shall be more than one— 
perhaps many—of each, with possibly each contract providing differing benefits. 
Under the latter concept, there could and, in addition to the association-sponsored 
and group practice plans, probably would be a multiplicity of service and 
indemnity plans many of which would be competing with each other in the 
same areas. 

It can be argued that the multiple-plan concept gives the employee a wider 
field of choice. But as among competing plans: providing, roughly, the same 
range of benefits for the same price, the advantage of this wider choice to the 
employee is largely illusory. It is doubtful that many employees would wish 
or would be able to take the necessary time and effort to inform themselves 
sufficiently to choose intelligently among competing plans. 

Subsection (b): Provides that premiums for any of the four types of basic 
health insurance plans shall “reasonably and equitably reflect’ the cost of the 
benefits provided.” 

Subsection (c) : Defines basic benefits as consisting of those which the Com- 
mission, after consulting with the Advisory Council, finds— 

(1) equivalent to the full cost of 120 days continuous hospitalization in 
semiprivate accommodations or equivalent to the full cost of hospitalization in 
semiprivate accommodations “for 120 days in the aggregate in any periods of 
hospitalization separated by 90 days or less,” (2) to be reasonable and desirable 
with respect to in-hospital medical and surgical services, and (3) to be reasonable 
and desirable with respect to out-of-hospital services, including diagnostic, 
treatment, surgical, and accidental injury services. Makes these basic benefits 
subject to such exclusiens as the Commission, after consultation with the 
Advisory Council, finds to be necessary and desirable. 


Comment 


The first alternative in item (1) of the analysis, above, would be superfluous. 
It is included in the broader second alternative. 

With respect to this first item, the stipulation it contains providing for the 
equivalent of full cost of 120 days’ hospitalization is totally unrealistic. All 
existing basic health plans with which we are familiar provide for some exclu- 
sions or limitations which would contravene the “full cost” stipulation. For 





16 HEALTH INSURANCE PROGRAM. FOR FEDERAL EMPLOYEES 


example, many plans exclude or limit benefits for pulmonary tuberculosis and 
mental and nervous disorders to keep costs down and premiums reasonable. To. 
require indemnification for the full cost of 120 days’ hospitalization is not only 
unrealistic (the premium for such protection would be so high as to be pro- 
hibitive) but is contrary to the well-established practice of health insurance 
earriers. It is doubtful whether any reputable carrier would be willing to 
underwrite the full cost provision at a reasonable premium. 

Also with respect to the first item, the phrase “equivalent to” admits of more 
than one interpretation. If by this is meant a money equivalent, the phrase 
could be read to equate the full cost of 120 days’ hospitalization in semiprivate 
accommodations with, say, 60 days in private accommodations. Alternatively, 
it could be read to equate the full cost of 120 days’ hospitalization with, for 
example, partial payment for 360 days. 

The second and third items would provide benefits which the Commission, 
after consulting with the Advisory Council, found “reasonable and desirable.” 
This is an extremely broad delegation which does not provide any objective 
criteria for the Commission’s regulation. Any health insurance legislation 
should contain some objective standards or guidelines as a framework within 
which the Commission could prescribe or contract for specific, detailed benefits 
without having its judgment as to what is reasonable and desirable supplant that 
of the Congress. 

SECTION 10 


Subsection (a): Provides for the Government to contribute whichever of the 
two following amounts is the lesser: (1) Two-thirds of the cost of an employee's 
basic health insurance plus the full cost of his major medical insurance or (2) 
biweekly, $2.50 for an employee alone or $7 for an employee and his dependents. 
The balance of the cost of an employee’s insurance is to be withheld.from his 
salary. 


Comment 


Although the language in subsection (b), following, seems to indicate that each 
agency would contribute its share of the premium cost out of funds available 


to it for salaries and expenses, the language in this subsection—i.e., “there shall 
be contributed by the Government” [emphasis,ours]—would require that the Gov- 
ernment’s contribution be made by .direct congressional appropriation. 

Subsection (b): Provides for payment by the respective agency “heads” of 
Government contribution and salary withholdings to the “health benefits fund” 
established under section 11. 


Comment 


Payment by the employing office rather than by the agency “head” would be 
sufficient. (See comment under sec. 3 with respect to definition of “agency 
head.”) A provision of identical import, although it is differently worded, is 
contained in section 11. 

Subsection (c): Makes current salaries and expenses appropriations of em- 
ploying agencies and the Commission available for payment of administrative 
expenses under the enacted bill. Authorizes future appropriations for the same 
purpose. 


Comment 


It would be preferable under any health insurance program to be administered 
by the Commission to have the Commission’s expenses paid from trust funds 
rather than by appropriation. 


SECTION 11 


Creates a “health benefits fund.” 

Provides for payment of all premiums from this fund to central agencies (i.e., 
presumably clearing houses) ‘to be established by the insurers and approved by 
the Commission after consultation with the Advisory Council. ’ 

Provides for the payment of Government contributions and deductions from 
employees’ salaries and retired employees’ annuities to the health benefits fund. 

Provides that dividends, credits, refunds, and interest earnings shall become 
part of the health benefits fund. 

Provides that after payment of premiums, balances in the health benefits fund 
shall be retained as a reserve for adverse fluctuations or advance funding of 
retiree’s insurance costs or be applied to reduce the premium cost of or increase 
the benefits provided by the plan or plans from which such proceeds are derived. 
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Permits the Commission, after consultation with the Advisory Council, to deter- 
mine from time to time to which of these alternatives the reserves will be 
applied. 

Comment 

No provision is made for a repository for the health benefits fund nor for its 
investment. 

That portion of section 11 dealing with reserves is not clear and too lightly 
passes over the problem of advance funding (or prefunding) for retired em- 
ployees. It leaves unanswered a number of questions. For example, is the 
language which makes dividends, credits, refunds, and interest a part of the 
health benefits fund, meant to apply to employee association and group practice 
prepayment plans, with which the Commission would not have any contracts? 
Another example: Would insurance carriers not be permitted to retain any 
reserves? Permitting them to retain reserves would provide needed flexibility 
and also operate to lower premiums. 

The provision in section 11 which would make any amounts remaining in 
the common fund after charges have been paid available for adverse fluctuations 
in future charges might well operate to reward poor management of one plan 
at the expense of the employees insured under other, better-managed plans. 

With respect to prefunding for basic health insurance and for major medical 
insurance for retired employees, where would the money for such prefunding 
come from? Dividends, credits, refunds, and interest would certainly be in- 
sufficient to provide full prefunding. Probably a portion of each premium paid 
on account of active employees should be set aside as a reserve for prefunding. 
If so, by whom? Should it be by the several carriers, who can best estimate 
their respective liabilities in this regard because they can actuarialiy determine 
the dollar value of the benefits they would have to provide, and (insofar as it is 
not seriously affected by frequent transfers from one plan to another) the re- 
tired life load they would have to carry? Or should the health benefits fund 
handle the prefunding, at least for those basic health carriers which do not have 
facilities for doing so themselves? 

This matter of reserves and prefunding is a most sophisticated one which, 
especially since the bill is vague with respect to what is intended, cannot be 
resolved here. We can only suggest that section 11 is inadequate and identify 
some of the problems involved. 


SECTION 12 


Subsection (a): Authorizes the Commission, after consultation with the Ad- 
visory Council, to fix by regulation minimum standards for the various basic 
health plans and the major medical plan and prohibits it from contracting for or 
approving any plan which does not comply with the standards. Provides for 
notice of and opportunity for a hearing of the carrier and employees concerned 
before approval of a plan may be withdrawn. 

Subsection (b): Prohibits the approval of a plan which excludes employees 
because of race or sex or, at the time of initial enrollment, because of age. 

Subsection (¢c): Prohibits the approval of a plan which does not permit con- 
version of group coverage to an individual contract upon termination of employ- 
ment. Provides, upon conversion, for the employee to pay the full cost of his 
individual contract on such terms as may be approved by the Commission after 
consultation with the Advisory Council. 

Subsection (d): Prohibits cancellation of an individual’s coverage except for 
fraud or nonpayment of premiums. 


SECTION 13 


Subsection. (a): Prohibits the purchase of any contract, including one for 
major medical insurance, or the approval of any plan which does not provide 
benefits to retired employees and survivors of deceased employees, as provided 
by this section. 

Subsection (b): Extends the benefits of any plan to any employee who (1) is 
retired on an immediate annuity, (2) has made contributions to an approved 
plan either (a) during the last year of his creditable civilian service immediately 
preceding his retirement, or (b) during the entire period of his creditable serv- 
ice between January 1, 1960, and the date he retires, and (3) elects to enroll 
for benefits, for himself or for himself and his dependents. 
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Comment 


This subsection could and perhaps is intended to be construed as applying 
retroactively to permit employees who retired before July 1, 1959 (the effective 
date specified in sec. 20) to reinstate their insurance as retired employees and 
receive the benefits provided by the bill. This would be contrary to the prac- 
tice followed in all recent major Federal employee legislation and set an unde 
sirable precedent for the future. Also, it would pose complicated administra- 
tive and funding problems and add significantly to the overall cost. 

This subsection would make the benefits of any plan (presumably any 
approved plan) available to eligible retired employees. Does this mean that 
an active employee, who might for some years have been enrolled in one plan, 
could at retirement transfer at his unrestricted option to any other plan? 
If so, and since health insurance for older people is substantially more expens- 
sive, this freedom to transfer to any plan could well result in adverse selection 
against plans which provide superior benefits to older people and would com- 
plicate prefunding calculations and procedures. 

This subsection also would require the retiring employee who wants continued 
coverage to “enroll for * * * benefits, for himself or for himself and dependents.” 
Since to qualify for benefits after retirement an employee must be enrolled 
in a plan on the date he retires, the required enrollment at retirement would 
in effect be a reenrollment. Because the large majority of retiring employees 
would certainly wish to continue their enrollment after retirement, it would 
probably be procedurally less difficult for the Government, for employees, and 
for carriers to make such continuance automatic (i.e., not require reenrollment). 

There is no language in subsection (b) which would prevent a retiring 
employee who during his active service had been enrolled for himself only 
from electing benefits for himself and his dependents. The omission of any 
restriction in this regard would also result in adverse selection against the 
earriers and complicate prefunding for retired employees and their dependents. 

Subsection (c): Extends eligibility for benefits to survivors of deceased 
employees under the same conditions as to retired employees, i.e., the survivor 
must be entitled to immediate survivor annuity and the employee must have 
contributed to an approved plan, etc. as outlined in subsection (b). In addition, 
the survivor must have been covered as a dependent of the employee. This 
subsection provides for termination of survivor coverage upon cessation of 
entitlement to survivor annuity. 


Comment 


This subsection is similar to subsection (b) and, except insofar as it does 
require the survivor to have been covered as a dependent of the employee, is 
subject to practically the same comment. In addition, we would point out that 
it is silent with respect to survivors of insured deceased retired employees and, 
since survivor annuities to children usually terminate at age 18, that it con- 
flicts with the provision in section 3 which defines as a dependent a child to 
age 19 or, if the child is in school, to age 23. 

Subsection (d): Stipulates that premiums paid by a retired employee or a 
survivor annuitant shall not exceed those paid by employees in the same region 
and in the same plan. 

Provides for the withholding of the retiree’s or survivor annuitant’s con- 
tributions from annuities and for payment of such withholdings to the health 
benefits fund. 

Provides that “the remainder of the cost of benefits and any amounts which 
may be allocated to finance such benefits in advance for employees to be retired 
in the future shall be contributed by the Government to the health insurance 
fund.” 


Comment 


Withholding premiums from retirement annuities would be unprecedented— 
at leasé under the civil service retirement system, the only one on which we feel 
qualified to comment. With respect to this system, such tvithholding could, of 
course, be arranged but it would entail administrative difficulties and increase 
the cost of administering it. 

Subsection (d) states “amounts which may be allocated to finance * * * 
benefits in advance for employees to be retired in the future, shall be contrib- 
uted by the Government to the health benefits fund.” This language does not 
indicate who would allocate the funds in question nor from where they would 
be derived, unless it be by direct congressional appropriation. As it now stands, 
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this wording merely emphasizes that, as indicated in our comment on section 
11, the provisions made for prefunding would be inadequate. 


SECTION 14 


Provides for an employee who is unjustly removed or suspended and later 
restored to be made whole with respect to health benefits, and for equitable ad- 
justments in such cases of premiums, contributions, and claims. 


SECTION 15 


Provides that each employee shall receive a certificate setting forth his rights 
and obligations under the plan in which he is enrolled. 


SECTION 16 


Authorizes the Commission, after consultation with the Advisory Council, to 
prescribe such regulations as it finds necessary for the administration of the 
enacted bill, including, specifically, regulations covering notice of enrollment, 
continuance of coverage during leave without pay, and conditions under which 
an approved plan may be withdrawn. Provides that regulations, procedures, 
and forms concerning fiscal and accounting aspects shall be approved by the 
Comptroller General. 


Comment 


The specific mention of the three items (enrollment, leave without pay, and 
withdrawal of approval) may be interpreted as a limitation on the Commission’s 
power to prescribe regulations which would be necessary and proper to give 
effect to the intent, purpose, and provisions of the proposed legislation. 


SECTION 17 


Establishes the Advisory Council to consist of not more than 15 persons ap- 
pointed by the President. 

Requires at least nine members to be representatives of Federal employee 
associations and the other members to be persons experienced in the adminisira- 
tion of prepaid health benefit plans. 

Provides for payment of members’ travel and subsistence expenses, if any, 
and (for nonemployee association members only) salary of not more than $50 
a day while actually serving on Council business. 

Pnumerates the Council’s duties as: to review the administration of the 
enacted bill; to receive reports and information; to consult with and advise the 
Commission and, when necessary, employing agencies; and, to make recommen- 
dations. 

Provides for 3-year staggered terms for members and for meetings, not less 
often than quarterly, on call of the Commission’s Chairman or on request of any 
three members. 

Stipulates that the Commission shall provide necessary and appropriate clerical 
staff for the Council. 


Comment 


If it is considered advisable to establish an Advisory Council, we suggest that 
the membership created by section 17 is too large; nor do we consider it advisable 
to burden the President with the duty of appointing its members. Further, the 
Advisory Council’s composition is not representative of all interests in the health 
insurance program. It is quite possible, for example, that none of the Council 
members would be an employee who is covered under the proposed legislation. 

The Council’s duties as set forth in this section would be reasonable and proper 
but the remainder of the bill requires the Commission, which would be legally 
charged with and responsible for administering the enacted bill, to consult with 
the Council on practically every matter in which it (the Commission) could 
exercise any discretion. While there is nothing in the bill which would make 
the Council’s views or recommendations binding upon the Commission, the 
necessity to consult with the Council on every matter involving discretion would 
seriously hamper the Commission, impede quick action when necessary, and at 
least at the outset, keep the Council in virtually continuous session. 
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SECTION 18 


Directs the Commission to make a continuing study of the operation and 
administration of the enacted bill including: health insurance plans available to 
employees; experience of participating plans on gross and net cost, administra- 
tive cost, benefits, and utilization of benefits; and, the portion of actual heaith 
expenses being met by prepaid benefits. 

Directs the Commission from time to time to report to the Congress and to the 
Advisory Council the results of such studies and make recommendations to 
amend the enacted bill. 

Directs the Advisory Council to make the Commission’s reports and recom- 
mendations available to covered employees generally. 


SECTION 19 


Give concurrent original jurisdiction of suits arising under the enacted bil! to 
U.S. district courts and the Court of Claims. 


SECTION 20 
Makes the bill generally effective on July 1, 1959. 


Comment 


Considerably more time than is here allowed would be needed between the 
date any health insurance legislation is enacted and the date it becomes effective 
to arrange for its implementation. The effective date of any health insurance 
legislation should be stated as “the first day of the sixth month following enact- 
ment or such earlier date as may be determined by the Commission.” 


C. DESCRIPTION OF COMPREHENSIVE HEALTH INSURANCE PLAN 


We have pointed out some of the questions raised by S. 94 and what we view 
as its major deficiencies. We have tried to come up with a workable alternative 
approach, and in the process have developed a comprehensive plan which we 
believe goes a long way toward this. We strongly urge the committee, in its study 
of the subject of health insurance, to give serious consideration to the compre- 
hensive plan approach because in considerable measure it fulfills our objective of 
a sound, equitable, and economical health insurance program for Federal em- 
ployees. An outline of this plan follows, with its essential features set out in 
general terms: 


Type of benefits 


Benefits cover a broad range of expenses, such as hospitalization, surgery, 
physicians’ care, nursing, drugs and medicines and other medical services and 
supplies. Benefits are provided whether the patient is confined to a hospital or 
not. The plan provides for a range of benefits comparable to a basic health in- 
surance plan plus major medical, but is an integrated plan with no corridor 
deductible between the point where basic benefits leave off and major medical 
picks up. To simplify description, the benefits are divided into three categories : 
Part I, hospital; part II, medical ; part III, maternity. 


Benefits provided 


Part I. Hospital erpenses—In any calendar year the employee pays the first 
$50 of hospital expenses. The plan ‘then pays 100 percent of the next $200 of semi- 
private hospital expenses, and 80 percent of hospital expenses in excess of this 
$250. There is no fixed number of days beyond which hospitalization is not 
provided. 

Part II. Medical exrpenses.—The employee pays the first $50 and the plan pays 
80 percent of the remainder. 

Part III. Maternity benefits—Maternity benefits payable for female em- 
ployees and wives are not to exceed the ‘actual cost of hospitalization and ob- 
stetrical treatment, with a maximum of $200 for normal delivery. 

Note.—Regardless of the number of sicknesses and accidents suffered by an 
individual in 1 year, the combined initial amounts he must pay for part I and 
part II.will not exceed $50. The benefits under parts I and TI are subject to a 
maximum of $7,500 in any 1 calendar year and $15,000 for lifetime with the 
privilege of reinstating the maximum. 
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Enrollment 


Each eligible employee will be automatically covered by the Comprehensive 
Health Insurance plan unless he (1) elects not to be covered, (2) elects coverage 
under a plan sponsored or underwritten by an employee organization, or (3) 
elects coverage under a group practice prepayment plan. 

An employee enrolled in an employee organization plan may also elect coverage 
under the Comprehensive plan, excluding any benefits for hospital expenses, if his 
employee organization plan does not provide comparable medical expense benefits. 

For an employee enrolled in any plan other than the Comprehensive plan, the 
Government will contribute toward such enrollment on the same basis as under 
the Comprehensive plan. 


Retired employees 


Employees who retire on immediate annuity and their covered dependents 
will be insured with no contribution thereafter by the employees or the Govern- 
ment. The benefits provided will remain the same. 


Method of insuring 


A contract or contracts will be entered into by the Commission with one or 
more national associations of hospital corporations (Blue Cross) or with one 
or more insurance companies. The Commission can thus, for example, enter 
into a nationwide contract with the Blue Cros organization for part I, with one 
or more commercial insurance companies for part II, and with Blue Cross, Blue 
Shield, or an insurance company for part III. In addition, various other com- 
binations of underwriters would be possible. The insurers will be required to 
share the insurance according to a prescribed formula with all other interested 
and eligible carriers. The sharing formula will favor the smaller carriers to 
the fullest extent practicable. 

The Commission may also contract for the use of any local plan covering a 
substantial number of Federal employees (as in the District of Columbia), which 
plan will provide for Federal employees in the area it serves protection in all 
respects identical to that of the Comprehensive plan, and at the same or 
lower cost. 


Financing 


Premium payments will be derived from salary withholdings and Government 
contributions from employing agencies. Withholdings and contributions will be 
at a level which will permit the accumulation of a contingency reserve fund 
or funds to protect against adverse experience and to pay for the “free” coverage 
of retired employees. The Commission will make arrangements with as many 
carriers as possible for them to hold such special contingency reserve funds as 
part of their regular financial accounts. For those carriers who may not have 
the facilities to establish such a reserve, the Government will hold the reserve 
in a health insurance fund. 


Cost of the plan 


The estimated combined monthly costs per enrollment for parts I, II, and III 
of the plan are as follows: 





Single Married 


Active lives only. ......-.£2.-...- ante $3. 84 $12. 85 
Advance funding for retired lives. _______- Ee wales ilies meneame 1.23 2.30 


Total monthly cost per enrollment 15, 15 


The portion of the premium allocated for advance funding for retired employ- 
ees has been estimated as sufficient to pay the cost of protection for the prob- 
able number of retirees to be insured free during the next 10 years, provided 
there is no appreciable increase in the cost of medical care during that period. 
At the end of 10 years, or sooner if medical care costs increase, the premiums 
would have to be increased, since the reserves established in earlier years would 
have been exhausted. 
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Assuming an employee participation of 1,800,000 (90 percent of 2 million), 
the total annual cost of the plan in millions of dollars is estimated as follows: 


Part I (active lives) 

Part II (active lives) 

Part III (active lives) 

Advance funding (parts I, II, and III for retired employees) 


Total annual cost of the plan 


In its design, this comprehensive plan is not unique. At least one well-kown 
private employer and a large number of others have recently purchased or con- 
verted to similar plans. 

The Government, of course, cannot be fairly compared to even the largest 
private employers but we believe that a comprehensive plan along the lines 
outlined holds out the best promise of a successful health insurance program— 
one that will satisfy the interests of the Government, its employees, and the 


insurers. 


We also believe that such a single comprehensive plan would be far 


superior to the arrangement which 8S. 94 would create because it better meets 
more of the principles which we hold to be the criteria of a good program. 


D, CoMPARISON oF S. 94 AND THE COMPREHENSIVE PLAN WITH RESPECT TO Ovr 


18 PRINCIPLES 


For convenient evaluation of how the comprehensive plan and the arrange 
ment which S. 94 seeks to provide measure up to our principles and to show 
their differences more vividly, we have prepared the following comparison: — 


Principle | 


1. Full advantage should be taken 
of the size and geographical 
dispersion of the Federal 
workforce. 


. There should be a. minimum 
(ideally one) rather than a 
multiplicity of available 
plans. 

. Administration should be rela- 
tively simple. 


. Enrollment in approved em- | 
ployee association-sponsored 
plans and group practice 
prepayment plans should be 
permitted. 

. Nationwide, the pattern of 
benefits provided should be 
as uniform as possible. 

. Benefits should be comparable 
regardless of where or how 
service is rendered. 


. A plan should be such that it | 
is readily acceptable to the 
medical profession and to 
hospital administrators. 

. A plan should meet all types of 
medical expenses with a 
minimum of exclusions from 
and limitations of coverage. 

. The high cost of catastrophic 
or prolonged illness should 
be covered. 

Reasonable controls should be 
prescribed. 


10, 


11. Coverage of dependents should 
be fairly liberal. 

12. With some limitations, ‘‘free’’ 

coverage should be provided 


for certain groups of indi- 





viduals. 
Footnote at end of table, p. 23. 


8. 94 


Distributes workforce among a 
multitude of basis health plans! 
and a limited number of associa- 
tion and group practice plans. 
Confines workforce to one major 
medical plan. 

Many basic health plans; ! one 
major medical plan; employee 
association plans; group practice 
plans. 

Contract negotiations with num- 
erous basic health carrier,! enroll- 
ment procedures, frequent trans- 
fers, claim settlements by differ- 
ent carriers (i.e., basic health, 
major medical), etc., would be 
complicated, costly, and time con- 
suming. 

Yes. 


No, unless interpreted as pro- 
viding only two standard basic 
health plans. 

No, could probably be required 
by Commission regulation but 
objective criteria for regulation are 
not furnished. 

Yes. 


No, could probably be required 
by Commission regulation but 
objective criteria for regulation are 
not furnished. 

Yes, but no limit on major medi- 
eal and, for this reason, impracti- 
cable. 

No, for basic health. Yes, de- 
ductibles and coinsurance for 
major medical. 

Yes, but perhaps too liberal. 


No (except that coverage during 
temporary periods of leave with- 
out pay is contemplated). 


| 


Comprehensive plan 


Confines workforce to one stan i- 
ard, comprehensive plan plus 
limited number of employee asso- 
ciation and group practice plan 


One comprehensive plan; em- 
ployee association plans; grou; 
practice plans. 


Automatic coverage (only 0; 
tioning ! out required), very few 
transfers, no deductions from 
retirees, etc., make administr.- 
tion much less complicated. 


Yes. 


Yes. 


Yes, an integral part of tlie 
plan. 


Yes. 


| Yes, an integral part of the 
plan. 


Yes. 
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Principle 8. 94 Comprehensive plan 


13. Provision should be made for 
funding the cost for the free- 
coverage group during the 
employee’s active working 
life. 

14. Opportunity should be pro- 
vided to convert group cov- 
erage to individual coverage. 

15. The plan sponsored by the 
Government should be of the 


No (no free coverage provided Yes. 
for retired employees but advance 
funding for Government’s contri- 
bution to retirees is apparently 
intended). 


Yes. Yes. 


A rough estimate places the total Yes. Estimated total cost is 
annual cost at $365 million. This | $243 million. 
reasonable premium. ernment’s eontributicn to the cost 
of insurance for retired employees 
is intended to come from the $2.50 
and $7 biweekly contributions 
specified in the bill. If, instead, 
this Government contribution is 
to be paid from some other source 
(e.g. direct appropriation), the 
cost would exceed $365 million by 
the amount of the added contribu- 
tion. A plan of excellent quality 
can be provided at 4 substantially 
lower cost. 

Not materially better for basic 
health. 

Yes, for major medical. 


16. The Government should pro- 
vide for its employees, as a 
group, a plan which they, as 
individuals, cannot obtain 
for themselves. 

7. A plan should be sufficiently 

exible to permit it to keep 
abreast of the frequent ad- 
vances in medical science. 


It is not clear whether S. 94 con- 
templates the establishment of 
surgical fee schedules or other 
restrictive devices which would 
inhibit ready adaptation of the 
plan to take advantage of new 
discoveries. 

8. A plan should be easily under- No, unless interpreted as pro- 
standable by employees. viding only two standard basic 
health plans. 


best quality obtainable for a is on the assumption that the Gov- 
| 


: —- that S. 94 intends the multiple-plan concept rather than the one service plan, one indemnity 
plan concept. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 


April 14, 1959. 
Hon. Ot1In D. JOHNSTON, 


Chairman, Committee on Post Office and Civil Service, 
U.S. Senate, Senate Office Building, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the Bureau 
of the Budget’s views on S. 94, a bill “To provide for Government contribution 
toward personal health service benefits for civilian officers and employees in the 
U.S. service and their dependents, to authorize payroll deductions for par- 
ticipants, and for other purposes.” 

This bill would provide health insurance for Federal employees and their 
dependents on a group basis, with cost shared as between the Government and 
the employees. Legislation with this general objective has been recommended 
by this administration in past years. 

However, the particular provisions of S. 94 are inadequate to achieve its 
general purpose. The bill would establish a health insurance system of limited 
protection arranged according to concepts of “basic” benefits and “major medi- 
cal” benefits. 

The particular system established by the bill would appear to set up un- 
necessary exclusions and limitations, would provide an undesirable pattern of 
variations in employee protection, would create great complexity of adminis- 
tration, and would have an unnecessarily high cost to the employee and to the 
Government in relation to the level of benefit protection provided. 

We believe considerable clarification of purpose and method in Federal em- 
ployee health insurance can be achieved, and that it is no longer necessary for 
consideration of this matter to be impeded by the anomalies, inequities, and 
obscurities which in the past have constituted such difficult problems. We 
believe they can be rather completely avoided and discarded by taking advantage 
of new developments in this field, and that the analysis of the problem presented 
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by the Civil Service Commission’s report on S. 94 points direction for future 
consideration. 

Accordingly, the Bureau of the Budget would not recommend enactment of 
S. 94. However, the Bureau would be glad to coopearte with the staff of your 
committee in an effort to develop future legislation along the lines set forth 
in the Civil Service Commission’s excellent report which has been supplied your 
committee. 

Sincerely yours, 
Maovrice H. Srans, Director. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., March 3, 1959. 
Hon. OLIn D. JOHNSTON, 
Chairman, Committee on Post Office and Civil Service, 
U.B. Senate. 

DEAR Mr. CHAIRMAN: Your letter of January 19, 1959, acknowledged January 
21, requests our report on S. 94. 

S. 94 proposes to provide health insurance to civilian officers and employees 
of the Federal Government. This proposal appears to be a matter of policy 
primarily for determination by the Congress and we therefore have no comments 
on its merits. However, the following suggestions on S. 94 are made for your 
consideration. 

Subsection 3(c) contemplates that the insurers will be organizations other 
than the Federal Government. We do not know whether in drafting the bill 
consideration was given to the general policy of the Government being its own 
insurer. The committee may care to consider this aspect. 

In subsection 3(e) of the bill we believe that the phrase “full-time course of 
study,” appearing on line 2, page 3, should be defined. We recommend, there- 
fore, the insertion, immediately; after the word “study,” line 2, page 3, of the 
language “as defined by regulations prescribed by the *Commission.” Also, 
regarding the last clause of the next to last sentence of subsection 3(e), we 
recommend that the bill include language establishing more specific standards 
or criteria to guide the Commission in its exercise of the unlimited authority 
granted it to include among “dependents” such other persons as it may pre- 
scribe by regulations. 

In subsection 4(b) we suggest a reference to section 102 of the Servicemen’s 
and Veterans’ Survivors Benefits Act, 70 Stat. 857, rather than to the Career 
Compensation Act of 1949, as amended, since the former act gives more recent 
definitions of the terms. involved. 

Also. we recommend the insertion of the words “or contracts” after the word 
“contract” in subsection 5(a), line 8, page 6. Similarly, in subsection 5(b), 
line 15, page 6 of the bill we suggest the addition of the language “‘or policies” 
after the word “policy.”” In that regard see our comment on subsection 9(a) 
of the bill. 

In subsection 5(b), the language in lines 12 and 13, page 6, “not to exceed 
the actual costs incurred” would appear to preclude flat indemnity contracts 
in which the payments by the carriers are based on the days of illness or hos- 
pitalization or on the nature of the.medical or surgical services rendered rather 
than on actual costs. Therefore, the quoted language appears to be inconsistent 
with the purpose of the subsection. : 

Concerning subsection 6(b), page 7, lines 14-16, we recommend that the lan- 
guage of the bill provide for a determination of the percentage of population 
of the States by some specific officer of the Government such as the Director 
of the Census or the Secretary of Commerce. 

The meaning of subsection 6(c)(1), page 8 of the bill, would be clarified 
by the insertion of “(1),” after the word “sum” on line 6, and “(2),” after the 
word “and” on line 9. Further, in the absence of a definition of the term 
“medical expense,” it is not clear whether that term as used in lines 9 and 10, 
page 8, and in the following table has a restricted meaning, or is intended to 
include medical, surgical, and hospital expense. 

Section 8 of the bill provides that each employee on each anniversary date 
of his enrollment may exercise the right:of transfer from one plan or policy to 
another. In course of time a number of: these rights will accrue on each day 
of the year and if exercised will require numerous daily changes of records. 
While the exercise of these rights appear to be made subject to regulation by 
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the Commission, the existing language is susceptible of an interpretation that 
the Commission’s regulatory authority is limited to procedural matters and 
does not extend to the basic right. Therefore, we recommend consideration of 
substituting for the present language wording to the effect that the Commission 
shall by regulation establish a period or season each year, or as near thereto 
as practical, during which each employee shall have the right to transfer from 
one plan to another. While the proposal would require agreement by the car- 
riers we believe it would be mutually beneficial from an administrative view- 
point to the Government and the carriers and without detriment to the interests 
of the employees. 

The language of subsection 9(a) concerning the authority of the Commission 
to contract may be unduly restrictive and we recommend the insertion of the 
term “or contracts” after the word “contract” on line 5, page 10 of the bill. 

Health insurance. experience, particularly in the “major medical” area, is 
somewhat uncertain and it may be desirable to expressly authorize the Com- 
mission to include in contracts entered into under authority of subsection 9(a), 
renegotiation or price redetermination clauses, when in its judgment such 
action is warranted. This, also well might apply to contracts authorized by 
subsection 6(b). 

We believe that the intent of subsection 10(a) may be clarified regarding the 
payment by the Government of the full cost of major medical insurance, by 
rearranging the language of that section to read as follows: 

“* * * (1) two-thirds of the premium or subscription charges for the basic 
insurance coverage or (2) an amount equal to $2.50 biweekly for an employee 
or $7 biweekly for an employee and his dependents * * * whichever is the 
lesser plus the full cost of the extended or major medical insurance benefits. 
The remainder of such subscription charges or premiums shall be withheld from 
payments of salary to the employee.” 

To avoid any possible confusion as to the meaning of the second sentence in 
subsection 10(c) of the bill concerning the terms “administrative expenses” 
and “expenses of administration,” we recommend a substitution for the existing 
language of the wording “to carry out the purposes of this Act,” immediately 
after the word “required,” line 16, page 12 of the bill. We assume that any 
appropriation made pursuant to the above authority shall be included in the 
appropriations available for the payment of salaries and expenses of the agen- 
cies affected. This would simplify the appropriation accounting. 

Section 11 provides among other things for credit to the health benefits fund 
of income derived from any dividends, premium rate credits or other refunds, or 
from interest earnings on amounts held in the reserve. 

While two specific sources of revenue for the reserve fund are mentioned, no 
express provisions are contained in the bill assuring that the Government or 
the fund shall benefit from favorable experience of the carriers. We suggest 
that clauses be required in contracts between the Commission and carriers pro- 
viding for the payment when warranted by experience of dividends, premium 
rate credits and other refunds, as the case may be. A necessary adjunct to such 
a provision would be a requirement that carriers submit periodic financial 
statements disclosing earnings from the health service program. 

Since revenue for the reserve in the health benefits fund from the sources 
referred to above would be contingent on the experience of the carriers, it may 
be that a positive source of funds for the purpose of establishing a reserve 
would be desirable. This could be accomplished by a provision authorizing 
the Commission to add a small surcharge to its contract rates, in establishing 
rates chargeable to the insured. In that regard the bill as presently worded 
contemplates that the amounts payable into the health benefits fund—from 
Government contributions and employee payroll deductions—as subscription 
charges or premiums shall be paid out of the fund as subscription charges or 
premiums, thus leaving no remainder. Me 

We suggest that the bill provide a method of investing any “reserves” ac- 
cumulating in the fund and the conditions under which such investments may 
be liquidated. Also, we recommend that section 11 contain the wording “to be 
administered by the Commission” which should be inserted after the words 
“* * * fund,” line 19, page 12 of the bill. 

The last sentence of subsection 12(c) suggests that the Commission may 
control contracts between terminated employees and the carriers. We do not 
believe that is the precise intent of that sentence and we therefore suggest that 
the language of subsection 12(c) be recast to read as follows: 
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“No contract shall be made, policy purchased, or plan approved which does 
not offer to employees, whose employment under the purview of this act is 
terminated, the option to conyert their health benefits coverage to an individual 
contract, under such terms or conditions in the contract between the Commis. 
sion, and the carrier as may be approved by the Commission, after consulta. 
tion with the Advisory Council. The full cost of such individual contracts shall 
be borne by the terminated employees.” 

We believe that the last sentence of subsection 13(d) beginning on line 7, 
page 16 of the bill will be clarified by rearranging its language to read as 
follows: 

“The remainder of the cost of the benefits shall be paid from any allocation 
in the health benefits fund for advance funding of the costs of insurance cover- 
age for retired employees as authorized by section 11, provided however, that 
any deficiency in such allocation shall be contributed by the Government to the 
health benefits fund for that purpose.” 

Section 17 provides that at least nine members of the Advisory Council shall 
consist of representatives of bona fide Federal employee associations. Some 
of these representatives may be Federal employees and we recommend that this 
possibility be recognized by appropriate language changes in the bill beginning 
on page 17, line 22. Suggested changes to accomplish this purpose follow: 

Insert period after word “associations” on line 22. Modify the language fol- 
lowing to read: “Such representatives, than those who are employees of the Gov- 
ernment, shall serve without compensation but shall be allowed such actual and 
necessary travel and subsistence expenses as are approved by the Commission 
while so serving away from their places of residence. Such representatives as 
may be Government employees shall be regarded as engaged on official business 
while serving on the business of the Council and shall be allowed necessary travel 
expenses in accordance with the Standardized Government Travel Regulations.” 
We suggest that the Commission be authorized to determine finally the “bona 
fides” of any Federal employee association. 

We recommend that section 20 be modified to provide sufficient time for the 
Commission to adequately prepare for administration of the act. In that regard, 
we recommend the substitution of the language “This act shall take effect on 
the first day of the first pay period beginning after 6 months after the date of its 
enactment.” 

We should appreciate an opportunity of having representatives of our office 
discuss this bill with members of your committee staff. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


THE LIBRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D.C., January 29, 1959. 
To: Senate Post Office and Civil Service Committee 
From: American Law Division 
Subject : Views and comments on §. 94. 


BACKGROUND 


In 1956, the Civil Service Commission revealed details of a health insurance 
plan for Federal employees. The salient provisions of the plan were (1) the pro- 
gram would be free of charge to Federal employees, (2) the Government would 
provide for payment annually of 75 percent of medical, hospital, or surgical ex- 
penses which are in excess of certain basic amounts. The maximum benefits 
for employees under 65 and still in service would be $5,000 a year or $10,000 as a 
lifetime benefit for each individual. For employees over 65 or retiring in the 
future, these maximums would be $2,500 a year as a family benefit, or $5,000 as a 
lifetime benefit. 

These legislative suggestions were communicated to the Congress and the 
proposals were embodied in S. 2339, 85th Congress, which was introduced by Mr. 
Johnston (by request) on June 19, 1957. A’ detailed explanation of its provisions 
was printed in the Congressional Record (v. 102, pp. 9587-9592). There was no 
action on the bill. 
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S. 94—86TH CONGRESS 


§. 94 is entitled the Federal Employees’ Health Insurance Act of 1959. 
Persons covered 


Coverage is extended to appointive and elective officers and employees of the 
executive, judicial, or legislative branch of the U.S. Government, provided their 
official duty stations are within the United States (including the Canal Zone) 
through payroll deductions. Municipal employees of the District of Columbia 
also come under the provisions of the bill. 

Coverage may also be obtained for dependents of a husband or wife (but 
not both) who are unmarried children (a) under age 19, or (b) under age 23 
if full-time students receiving at least half their support from their parents, or 
(c) of any age, if such children are incapable of self-support due to incapacity 
existing prior to age 19. The term “child” includes adopted children and step- 
children. 

Retired employees and survivors of deceased employecs may also be covered. 
The retired employee must have retired on an immediate retirement annuity 
and have made contributions to a health payment plan either during his last 
year of creditable service, or from date of enactment to date of retirement; and 
he must elect to continue the coverage. Survivors’ coverage likewise depends 
upon the survivor being entitled to an immediate annuity, and the deceased 
employee having had at least 1 year’s coverage under a health insurance plan 
before his death. 


Health insurance plans 

The employee, through payroll deductions, can participate in one or both of 
the following plans— 

(1) voluntarily in basic health benefits insurance which may comprise (a) a 
health benefit plan where the premium payments shall constitute full payment 
for the services; (b) a basic health benefit plan where the carrier pays a stip- 
ulated cash indemnity, not in excess of actual cost; (c) a plan for hospital, 
surgical, medical, or other personal health services, underwritten by a national 
association of Federal employees of which the employee is a member; or (d) a 
group practice prepayment plan. 

(2) automatically by major medical expense insurance covering medical, 
surgieal, and hospital expenses incurred in a calendar year, but not in excess 
of 75 percent of the amount by which the covered expenses exceed the sum of 
any cash or service benefits provided such individual for such expenses under 
any other policy under this act and the applicable medical expense deductible. 
This medical expense deductible shall be $100 for those making under $6,000 a 
year, $200 for those making $6,000 through $10,999, and $300 for those making 
$11,000 and over. 


Federal contributions 

The Government contribution in respect of these plans shall be— 

(1) two-thirds of the premium or subscription charges for the basic insurance 
coverage and the full cost of the extended or major medical insurance bene- 
fits, or 

(2) a biweekly amount equal to $2.50 for an employee or $7 for an employee 
and his dependents, which ever is the lesser (that is, (1) or (2)). The re- 
mainder of such subscription charges or premiums shall be withheld from pay- 
ments of salary to thé employees. 

Administration 

This program of health insurance for Government employees shall be ad- 
ministered by the Civil Service Commission with the advice and assistance of 
the Federal Employees Health Benefits Advisory Council. 

The advisory council shall consist of 15 persons, of whom 9 shall be repre- 
sentative of bona fide Federal employee associations, and the remainder, per- 
sons experienced in the administration of prepaid health benefits. 


Comments 
We make no comments on the merits of the bill. 


MarcaretT M. Conway, 
Legal Analyst, American Law Division. 


89992—59—-3 
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Senator Neusercer. We will be very pleased now to hear our first 
witness who is Mr. Staats, representing the Bureau of the Budget. 


STATEMENT OF ELMER B. STAATS, DEPUTY DIRECTOR OF THE 
BUREAU OF THE BUDGET 


Mr. Sraats. Mr. Chairman, I am very happy to have this oppor- 
tunity to participate with the committee this morning in the discus- 
sion on this subject of Federal Employee Health Insurance. 

(The complete statement of Mr. Staats is as follows:) 


STATEMENT OF ELMER B. Staats, DEPUTY DIRECTOR OF THE BUREAU OF THE Bupcer 


Mr. Chairman and members of the committee: 

I would like to begin by emphasizing that the President and the administra- 
tion have advocated the general objective of providing health insurance for 
Federal employees and their families on a voluntary group basis, with cost 
shared between the Government and the employee. 

In a special statement, dated February 24, 1954, the President endorsed a 
program combining the best practices of progressive private employers with the 
special demands of public service. Several major steps have been taken since 
that time toward this objective and today the only major fringe benefit gap in 
the Federal employee personnel program is a program of contributory voluntary 
health insurance. The administration’s first bill to carry out the President’s 
objective was forwarded to the Congress shortly thereafter. It was introduced 
as S. 3803 and hearings were held by this committee on August 6, 1954, in the 
2d session of the 83d Congress. 

Then on January 11, 1955, in a special message to the Congress, the President 
recommended for the consideration of the Congress a contributory system of 
voluntary health insurance for civilian employees in all branches of the Govern- 
ment and their dependents. Later in that session the Civil Service Commission 
sent the administration’s second proposal to the Congress and it was introduced 
as S. 2425. Both S. 2425 and its predecessor, S. 3803, would have established a 
system of protection which included both basic benefits and major medical 
benefits. 

In the 1956 state of the Union message the President again recommended Fed- 
eral employee health insurance, stating legislation will be proposed, including 
legislation for prepaid group health insurance for employees and their depend- 
ents * * *. In that session the Civil Service Commission sent the third admin- 
istration proposal, substantially modified in comparison with the first two pro- 
posals, so as to provide major medical benefits only, and without employee con- 
tribution. This approach appeared to have been unsatisfactory and it was not 
adopted. 

The President’s 1958 budget message recommended legislation to establish a 
system of voluntary health and medical insurance for civilian employees and 
their dependents. Accordingly, the Civil Service Commission sent the fourth 
administration draft bill for the consideration of the Congress and it was intro- 
duced in the Senate as S. 2339. This proposal, like the 1954 and 1955 proposals, 
incorporated a benefit system combining both basic benefits and major medical 
benefits. 

In each of these four successive proposals the administration attempted to 
submit a better, more acceptable plan. It should be kept in mind that during this 
period rapid changes were being made in the development of employee health 
insurance plans in private industry and pertinent elements of this private indus- 
try experience were reflected in these plans. 

The President stated in his 1959 budget message: “Last year I recommended 
a program of hospitalization and medical insurance for Government employees. 
In view of the priority given to recommended pay adjustments, I propose that 
this health insurance program be postponed.” In line with this position no 
employee health insurance bill was submitted by the executive branch to the 
Congress in 1958. 

The President continues to favor the objective of establishing a Federal em- 
ployee health insurance program. In the period since 1954 coverage of private 
employees under health insurance plans has expanded considerably and, in the 
light of experience under these plans, it is now possible to develop a Federal 
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employee plan superior in many respects to any of the administration’s four 
previous proposals. 

We not only believe our own previous plans can be improved, but we have con- 
cluded that S. 94, which is the subject of this hearing, when reviewed in the light 
of this experience, is not an acceptable method for achieving the objective. For 
example, the benefit structure of-the bill is still a division of basic benefits and 
major medical benefits and, while the administration’s own previously recom- 
mended plans have been built on somewhat the same principle, we now believe 
this is not the most advantageous benefit structure for the employee. S. 94 does 
not appear to invite the full competition of all types of carriers, which we believe 
would be desirable. S. 94 would authorize a rather complex array of plans, and 
we believe administrative simplicity is a very important factor. S. 94 would 
require the Government to pay two-thirds of the premium, whereas the adminis- 
tration in the past has recommended a lesser contribution from the taxpayer. 
Another example is that S. 94 is obscure on certain matters of funding and 
financing, and we believe these elements should be clarified. 

In its report to your committee the Civil Service Commission has outlined in 
considerable detail the problems presented by S. 94. It has also offered to your 
committee a carefully developed statement of criteria to guide the development 
of an up-to-date plan and has indicated to the committee a specific and compre- 
hensive method for doing this. In this hearing you are affording the Commis- 
sion an opportunity to explain its analysis, and the administration believes the 
Commission’s presentation is thoroughly constructive and useful. 

The Bureau of the Budget is prepared to collaborate with the committee and 
the Civil Service Commission, as the committee may request, in the development 
of specific legislation to carry out the approach recommended by the Commission. 
We believe a considerable period of detailed study and analysis must necessarily 
precede final legislative action in this matter. We recommend that effort be 
made to carefully take all preparatory legislative and administrative action 
so that the program can be initiated on July 1, 1960. 


Mr. Sraats. In conclusion, I would like to concur with your opening 
statement very strongly, that S. 94, while it undoubtedly has served 
a useful purpose, is really a historical point here. 

We are not, as the Budget Bureau, today prepared to go into great 
detailon S. 94. On the other hand, as I have indicated here, we believe 
the Civil Service Commission is prepared to do that and work with 
the committee and staff in developing a better bill. Then, at that time, 
we would be happy to come back here and comment on any specific 
provisions as the committee might wish, but this is our general feeling 
about the bill and it is our general position at this time. 

Senator Neupercer. Thank you. I feel certain we will take you 
up on your very helpful offer. I am sure we will be hearing from the 
Bureau of the Budget later as we develop this program. 

Mr. Staats. Thank you, very much. 

Senator Neusercer. The next witness will be the Honorable Roger 
W. Jones, Chairman of the Civil Service Commission. 

Mr. Jones. Mr. Chairman, I have taken the liberty of asking Mr. 
David Lawton of the Commission staff to accompany me to the witness 
table so he may handle some of the detailed questions. 

Senator Nevupercer. May I ask, Mr. Chairman, do you have extra 
copies of your statement ? 

Mr. Jonrs. There were some here and I think they have been used 
up by the other people. We have telephoned for more and they are 
— over. There is no formal statement beyond what you already 

ave. 

Senator Neupercer. You don’t have any formal presentation ? 

Mr. Jones. Not beyond the letter that was addressed to Senator 
Johnston with the attachment. 

Senator Neusercsr. Please proceed. 
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STATEMENT OF ROGER W. JONES, CHAIRMAN, U.S. CIVIL SERVICE 
COMMISSION 


Mr. Jones. May I first, for the record, indicate what the status of 
these statements is. : 

In an effort to meet the committee’s time schedule, the Civil Service 
Commission and the Bureau of the Budget have undertaken a boot- 
strap operation in terms of pulling ourselves up against time schedules 
that were very tight and against a lot of staff work about which there 
was considerable doubt as to how fast it could be brought into focus. 
Consequently, in fairness, I think the committee should understand 
that the materials which are before you this morning have not been 
seen by a good many of the Federal agencies, including some who will 
undoubtedly want to give testimony before the committee in the course 
of your hearings. 

We found no other way of meeting the committee time schedule 
than to just push ahead and try to get materials for discussion pur- 
poses into your hands and not, at the same time, to make a complete 
clearance job of the sort ordinarily done. 

Leaving that, if I may, Mr. Chairman, and proceeding to the mate- 
rials that are before the committee, I should like to refer first, to the 
letter of invitation from the chairman of the full committee which, at 
least to the Civil Service Commission, was dated April 7. 

I should like to read one sentence in which Senator Johnston said: 

It is hoped that your testimony will be directed primarily toward the objectives 
of the bill and the ways of accomplishing those objectives most effectively rather 
than just to precise wording of the bill as introduced. 

You have already made clear that is the purpose of the committee 
and, certainly, that fits in with the plan we had for presentation. 

Senator Neusercer. That is correct. 

Mr. Jones. Therefore, if I may, I will skip over, at the moment, any 
specific comments about S. 94 as such and refer to the formal report 
to which our longer document was attached, dated yesterday and un- 
fortunately not in the committee’s hands until yesterday afternoon. I 
would ask your permission to have this included in the record. 

Senator Neusercer. No objection. It will appear with the other 
agency reports. 

Mr. Jones. I do not think it necessary to be read at this time be- 
cause it simply makes three points, first that the administration feels, 
as a matter of principle, we should not go on the basis of having the 
Government contribute two-thirds of the cost and the employee only 
one-third. It suggests, rather, that the formula be revised and the 
Government contribute one-third and the employee, two-thirds. 

The second point has already been stressed by Mr. Staats, namely, 
our belief that this is an effort in which all people concerned should 
work together very closely to get an acceptable bill. We believe that 
this involves not only committees of Congress and the executive agen- 
cies, but also outside people, the hospitals, the doctors, the insurance 
companies, the more specialized medical plan representatives, and, 
lastly, but by all odds, not least, the Federal employees’ organizations. 

The Federal employees’ organization out of fairness in terms of the 
arrangements the committee made for hearings, have been given a 


— fill-in on the proposals which the’Civil Service Commission 
as advanced to you. 
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The third and final point made in the formal report of the Civil 
Service Commission is a proffer of assistance if the committee should 
so desire, of the technical staff to work with the committee’s own staff 
in the development of an acceptable substitute for S. 94. 

The executive branch has been concerned with this matter of health 
insurance for some years. We have been attempting to develop what 
we think should be acceptable and necessary criteria for any health 

Jan. 

. I think there is within the Executive Office now and in the Civil 
Service Commission, a substantial agreement on these principles which 
we have set forth in our memorandum to you here, 18 in number. 
Here again I will stress that in detail these have not been examined 
by the agencies, by the organizations or by the outside interests, hos- 
pitals, doctors and insurance companies, and we do not know at this 
juncture to what extent they will concur in all of them, but we think 
they provide a basis for obtaining rather ready agreement on what 
should underlie the preparation of the bill. 

I do not know whether it would be the chairman’s wish to review 
these 18 at this'time or would you rather I proceed ? : 

Senator Nevsercer. I think it might be well to review them briefly. 

Mr. Jones. These principles are listed in the report, not in the order 
of their importance or priority, but at random and I think that should 
be kept in mind. 

Senator Neusercer. They will appear in full in the hearing rec- 
ord so you can paraphrase them or madity as much as you wish. , 

Mr. Jones. I will paraphrase them very rapidly, if I may, sir. 
Of these 18 there are, of course, some that are more important than 
others and we think 8 of the 18 have outstanding importance. They 
are as follows: 

That the Government should provide for its employees, as a group, 
a plan which they, as individuals, cannot obtain for themselves. 

Secondly, that enrollment in approved employee association-spon- 
sored plans and group practice prepayment plans should be permitted. 

Third, that the high cost of catastrophic or prolonged illness should 
be covered, a matter to which the chairman has already referred. 

Fourth, with some limitations, “free” coverage should be provided 
for certain groups of individuals. Now, we include in this free-cover- 
age group employees who retire, who go on leave without pay or who 
are in receipt of Federal employees’ compensation benefits. If it is 
feasible and if it can be done at a reasonable cost, we would include 
survivor annuitants. 

May I make one more additional comment with respect to people 
who have retired and their survivors? This would, to a very con- 
siderable extent, and we hope, completely, be prepaid by the em- 
ployee in the course of his Government career so that when I say it 
is “free” I mean free in terms of cost after retirement but not free in 
terms of never costing the employee anything. 

Fifth, the plan should meet all types of medical expenses with a 
minimum of exclusions from and limitations of coverage. In this 
connection I think I should say it’s our feeling that all reasonable and 
legitimate cost of illness not budgeted for by prudent people should be 
covered and there should be no invidious exclusion or limitation. The 
plan should not be limited to hospital and surgical benefits as I will 
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aan in a few minutes. We would specifically include maternity 
nefits. 

Seven, benefits should be comparable regardless of where or how 
service is rendered. It should be immaterial whether an employee 
receives treatment in or out of a hospital, by a physician or a surgeon, 
or by aspecialist or general practitioner. 

Eight, and of critical importance, the administration should be 
relatively simple. A minimum of paperwork should be required of 
employing agencies, the Commission, the insurance carriers, hospitals, 
doctors, and employees claiming benefits. Settlement of claims should 
be made promptly or this whole system will fall of its own weight. 

The other criteria in summary form are as follows: Reasonable care 
should be prescribed to keep the cost down. The plan should be 
sufficiently flexible to permit it to keep abreast of the frequent ad- 
vances in medical science. Full advantage should be taken of the size 
and geographical dispersion of the Federal work force. There should 
be a minimum (ideally one) rather than a multiplicity of plans. The 
plan should be such that it is readily acceptable to the medical pro- 
‘fession and to hospital administrators. Coverage of dependents 
should be fairly liberal. Opportuity should be provided to convert 

oup coverage to individual coverage and the plan sponsored by the 
Govatemene should be of the best quality obtainable for a reasonable 

remium, and finally, the plan should be simple enough so that it can 
be understood by all employees whether they are blue collar or white 
collar, executive, or otherwise. 

Moving from the statement of the criteria, I believe I should in- 
dicate, sir, that in the staff study which accompanied the Civil Service 
Commission’s repert there is a rather substantial section covering a 
good many pages in which we attempt a sectional analysis of S. 94 
and include perti:ent comments on each of these sections. This, I 
think is not material which needs to be read aloud nor would it serve a 
useful purpose to take any time on before the subcommittee this 
morning. The materials are available and if anyone does not have 
them who wants to have them, we will see they get them. 

This section of the report was designed primarily to afford a basis 
for the staff of the committee to obtain further understanding of the 
views we expressed and to provide a basis of giving the committee an 
opportunity to develop counterquestions to put to us or other agencies 
of the executive branch. 

After that rather substantial section we then propose, and here again 
I would stress this has not been reviewed by most of the Federal 
agencies, what we have called a comprehensive health insurance plan. 
The one thing that will stand out in the minds of most readers is the 
fact that it has very close similarities to the G.E. plan which has 
received so much attention in the country. 

‘This plan has been prepared in a manner which we believe is con- 
sistent with the criteria I have just outlined but we have not attempted 
at this juncture to reduce to writing section by section, either all of 
the criteria or all of the points in the plan. We have, however, made 
a rough and ready attempt that is a little forced in a couple of places, 
at a detailed comparison, item by item, of the principles, the corre- 
sponding sections in S. 94 and the corresponding points in the com- 
prehensive plan. 
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It is against this backdrop that we think further staff work can 
profitably and fairly rapidly be performed to prepare a much better 
bill than S. 94. 

Now, I am sure the question will arise in the minds, if not of the 
committee, of many of the people who are interested and who are 
here in the room, as to why the Commission did not attempt to take 
S. 94 and rewrite it. I can give you only a very simple answer. It 
seemed to us it would be much too large a job and get us into the type 
of controversy that is apt to waste the committee’s time and the execu- 
tive agencies—arguments about the meaning of words—and it was 
already apparent from contact with the committee’s staff at the time 
that the committee itself did not believe S. 94 represented a final 
position insofar as the Senate was concerned. It seemed, therefore, 
well not to attempt to undertake this tedious job of revising text. 

I think there is only one other major point and two minor points 
that I would like to make by way of introduction, Mr. Chairman. 
The first is to express what the Bureau of the Budget alluded to a 
little while ago, the fact that last year the administration recom- 
mended deferment because of the financial situation. This year we 
are not recommending that there be further deferment beyond the 
time it is necessary to put this plan into shape and to get final con- 
gressional action. 

The Budget Director, and in my judgment, quite properly, believes 
this would be most effective if it were deferred until the start of the 
fiscal year, 1961, on July 1, 1960. So far as the Civil Service is con- 
cerned, we recognize that there are problems but we would like to 
point out that the fiscal considerations are not within our province 
to discuss or to pass upon. We would state that it is our judgment 
that a very substantial amount of staff work still has to be done and 
that it will take a considerable amount of time to get a bill in shape. 

We think, also, as this bill develops it will undoubtedly be advisable 
for the committee to have further Geatnad and for all of the people 
who are concerned to try to work together in a kind of collaborative 
effort that is frequently not possible on Federal legislation so that as 
changes develop, they can be quickly checked back against the judg- 
ment, the experience, and the needs of the Federal agencies and the 
individual employees. 

In this field I think I can say that the Federal employee organiza- 
tions are prepared to study any materials promptly. They have 
indicated a most hearty desire to collaborate with the Civil Service 
Commission and it will be our purpose to try to work with them as 
much as we can in order to be sure that the employees’ own interest in 
this legislation are given as much attention as possible. 

The employees of the Government have two spokesmen: Their own 
agency heads, speaking as to matters of policy and the relationship 
of this plan to other Teveemnians programs and their own manage- 


ment responsiblities, and the employee organizations, speaking from 
the “Seem of view of the man in the job and the kind of benefits he 


thinks would do him the most good. 

I think it might be well, Mr. Chairman, at this point for me to 
desist and to ask you, if I may, whether the committee would prefer 
to proceed with questions or to hear other witnesses or whether there 
are other aspects of this plan to which you might like to have me ad- 
dress myself. 
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Senator Neusercer. Mr. Chairman, I would say you should make 
pene presentation on what you think is pertinent and then we will 
ave some questions from the committee staff and myself. I think 
you are a key witness, because you are a Director of the Government 
agency that has custodianship over the problem affecting Federal 
employment, so you present just what you think you should and then 
we will have some questions. 

Mr. Jonzs. All right. May I say, of course, if anyone wants to 
ask a question on an individual matter as we go ahead, let’s take it 
on that basis. 

Senator Nrusercer. All the materials you have presented to us 
will appear in the hearing record so you can highlight and emphasize 
what you believe should be emphasized and then we will have ques- 
tions on the entire presentation. 

Mr. Jonzs. Right, sir. 

There are three other things I think should be stressed. The first 
of these I have already referred to and that is the range of coverage of 
the plan which we would propose. We would suggest that the ex- 
penses for practically all of the items associated with health be in- 
cluded, hospitalization, surgery, physicians’ care, nursing care, medi- 
cines, other medical services, and supplies. Benefits should be provided 
whether the patient is in the hospital or not. We would, however, do 
something which I think has not been done in quite this way before. 
We would divide the benefits into three major categories—hospital, 
medical, and maternity. 

Hospital expense would be as follows: In any calendar year the 
employee would pay the first $50 of hospital expense. The plan would 
then pay the next 100 percent of $200 oF semiprivate hospital expenses 
and then 80 percent of hospital expenses in excess of $250. There 
bene ve no fixed number of days beyond which hospitalization is not 

rovided. 

On the medical side, again there would be a $50 deductible clause and 
the plan pays 80 percent of the remainder. In this connection it should 
be noted that we do suggest that there be an attractive overall limita- 
tion that regardless of the number of sicknesses and accidents suffered 
by the individual in 1 year, the combined initial cost that the individual 
must pay under either part 1 or part 2 should not exceed $50 and that 
in addition to that, the benefits should be subject to a maximum of 
$7,500 in any 1 fiscal year and $15,000 over the lifetime of the indi- 
vidual with a privilege of reinstating the maximum. 

Maternity benefits are provided straight across the board for female 
employees and wives, not to exceed the actual cost of hospitalization 
and obstetrical care, with a maximum of $200 for a normal delivery. 

The next point to which I would like to speak is a question of enroll- 
ment. You will recall that in connection with the life insurance plan, 
employees were given an option as to whether they should be in or out. 
We believe that such an option should be continued in this legislation 
but that the language should be so written that this option must be 
affirmatively exercised by the employee. In other words, he would be 
automatically covered by the comprehensive health plan unless he 
elects not to be covered, unless he elects coverage under a plan under- 
written or sponsored by an employee organization, or elects coverage 
under a group practice prepayment plan. 
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As we move along I think it can be worked out satisfactorily to 
make some tie-in between the Government plan and those other plans 
ina satisfactory way. 

I have already referred to the matter of retired employees with 
respect to the methods of insurance and this perhaps should not have 
been stated quite so positively in the report, but at least that’s the way 
we feel about it. We say this, a contract or contracts will be entered 
into by the Commission with one or more national associations of hos- 
pital corporations (Blue Cross), or with one or more insurance 
companies. 

As I believe the committee knows, there are a large number of 
participating companies now in the Government life insurance plan, 
even though we started out on the basis of tying it in through one 
‘ major plan. The Commission could thus, for example, enter into a 
nationwide contract with the Blue Cross organization for part I, with 
one or more commercial insurance companies for part II, and with 
Blue Cross, Blue Shield, or an insurance company for part III. In 
addition various other combinations of underwriters would be possible 
and probably desirable. 

In the main, Federal employment, as the committee knows, is not 
here in Washington. Better than 92 percent of it is in the field and 
extends down into every hamlet. You will hear later from the Post 
Office witnesses. The Post Office Department, of course, has by all 
odds the most difficult task to perform in connection with any such 
program and in their case the employees have the widest distribution 
of any agency. 

One point should be made that the insurers will be required to share 
insurance according to a prescribed formula with all other interested 
and eligible carriers. The sharing formula will favor the smaller 
carriers to the fullest extent practicable. 

The payment of premiums would be automatic and would be de- 
rived from salary withholdings and Government contributions from 
employing agencies. In this connection I think it should be made 
clear to the committee that neither we nor, so far as I know, the 
Bureau of the Budget, with which I was associated before I went to 
the Commission a month ago, has made a detailed study of exactly what 
the best method of handling the employer contribution would be. 
We would think from past experience that it probably would be best 
for each agency to provide that money itself by appropriation and to 
pay it in the regular way. Withholdings and contributions will be at 
a level which will permit the accumulation of a contingency reserve 
fund or funds to protect against adverse experience and to pay for the 
“free” coverage of retired employees. 

Now, there has been a good deal of interest in what this plan would 
cost the individual. Under our plan for active lives, on a single em- 
ployee the cost would be $3.84 a month to which there should be added 
$1.23 a month for the advance funding of their coverage after retire- 
ment, which would make the entire monthly cost $5.07. For the mar- 
ried employee these costs would be approximately three times that 
amount—$12.85 for the period of active service and $2.30 advance 
funding for the coverage after retirement. 
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Assuming an employee participation of approximately 90 percent 
rn million employees, the total annual cost of the plan would be as 
ollows: 


Part I (active lives) 

Part II (active lives) 

Part III (active lives) 

And advance funding for all 


Million 


Total annual cost 


This compares with the total of $365 million for S. 94 plus the $40 
million of cost for major medical, thus making an overall comparison 
of $243 million, roughly, as compared with $405 million. 

I think it might be useful to indicate the relationship of this to 
some of the things that already are in existence. There are, today, 
according to the figures available to us, some 121 million persons who 
are covered by hospital insurance plans; 109 million persons who have 
surgical insurance; 83 million who have regular medical expense pro- 
tection, and about 16% million who have major medical protection. 

These figures, as the committee knows, have climbed at a very, very 
steep angle since the period after World War IT and, in fact, the total 
coverage for hospitalization has gone in 1945 from about 20 million 
to over 120 million at the present time. I believe this proves that the 
concept of health insurance is not something which is a flash-in-the- 

an. It is not something which is going to disappear from the scene. 

t is something which the Federal Government will do well to de- 
velop on its own in accordance with the best practices that prevail 
elsewhere. The plan should stand the test of time and particularly 
the test of the rough period that always is immediately ahead when 
you embark on a large, new venture under which all kinds of unfore- 
seen things happen. From my own conversation with some of the 
administrators of other plans, I am convinced that there will be a 
great many unforeseen contingencies and unforeseeable circumstances 
that will present problems. 

It might be of some interest in this particular setting to compare 
the costs of the plan with the Group Hospitalization plan in the Dis- 
trict in which, as you know, hospitalization only under the standard 
plan costs an individual $2.38 a month, a family, $5.48, with an addi- 
tion of $1 and $3.20, respectively, if surgical is added. 

On the preferred plan this jumps up to—family plan, $11.66 a 
month. These figures are somewhat in excess of the plan which is 
available through the Group Health Association but we do not believe 
that the difference, even in the lower paid jobs, would be particularly 
significant. 

In addition to that there are a number of plans which have attracted 
some attention, including plans of the Federal Bureau of Investi- 
gation, the Federal Deposit Insurance Corporation, TVA, and CIA. 

The FBI has a health insurance plan which is sponsored by their 
employee association. This plan is underwritten by the Prudential 
Life Insurance Co. of America. It is what is known as an assignment 
and cash indemnity plan. The employee can assign the payments 
to the hospital or can receive cash upon surrendering a hospital and 

hysician’s list of charges. The sliction is made at the time of 
illness. A no-assignment provision is made for major medical ex- 
penses which are added on a cash indemnity basis. This has a cost 
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for investigators of $13.50 for a family man; $7 for an individual 
and for noninvestigative personnel, $11.50 for a family man and $5 
for an individual. This includes a cost of $2.50 per month for life 
insurance for the special agents and 50 cents per month for life 
insurance for noninvestigative personnel. 

The benefits would be somewhat more restrictive under this plan. 
They have 70 days of semiprivate care plus $200 for any additional 
hospital service charges; a surgical maximum of $200, with certain 
other diseases like polio covered to the extent of $2,500. 

There is a very tight limitation on X-ray and laboratory expense of 
$25 a year for outpatients. In this day and age, as I am sure the 
committee recognizes, a very substantial amount of X-ray diagnosis 
and treatment, for example, is now done on an outpatient basis rather 
than by hospitalizing the patient. 

There is no contribution toward this insurance by the Federal Bu- 
reau of Investigation, of course. 

The Federal Deposit Insurance plan is underwritten by Health 
Service, Inc., and involves the Blue Cross and Blue Shield plans. 
It is a service-type plan and again includes benefits of 70 days of 
full coverage and semiprivate room with a medical maximum of $250. 
There is no major medical feature. However, they are now con- 
sidering a major medical feature and are negotiating on it and will 
probably adopt one that will be available sometime during the course 
of the next summer. The costs are again about in the same range as 
some of the others that we have discussed; $11.48 for a family. In 
this case the Federal Deposit Insurance Corporation pays the full 
cost of the premiums for the employee. FDIC is different from the 
ordinary Federal agency in that they meet their expenses from the 
earnings of the Corporation. 

Under the family plan the employee pays the difference between 
the individual coverage for the employee and the coverage for his 
family. 

TVA has adopted a somewhat different approach in that they have 
a separate plan for white collar salary employees and another plan 
for their blue collar workers. They have a retirement feature. If 
one of their employees is at least 60 years old at the date of retirement 
or retires on disability, he is given an opportunity to continue his 
coverage, the same kind he had on the date of retirement. 

Again, it’s a 70-day plan. Surgical with hospital benefits, mater- 
nity, and major medical have a $100 out-of-pocket deductible pro- 
vision. The contribution system is one under which employee and 
TVA each pay one-half of the premium on the basic coverage. The 
employee pays the full premium on major medical with minor dif- 
ferences that are not pertinent. 

The blue collar plan is sponsored by the Trades and Labor Council 
of TVA and is underwritten by the Provident Insurance Co. of Ten- 
nessee. It is a cash indemnity plan and is a comprehensive medical 
plan. There is full coverage for hospital services up to $500, then 
company insurance provisions take over whereby the insurance com- 
pany pays 80 percent of the difference up to a maximum of $10,000. 
There is a $50 deductible clause. Surgical has the company paying 
80 percent of full coverage. The maternity benefits are about stand- 
ard, $150 for a normal delivery (which may reflect a geographic 
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differential) , $200 for a Caesarian delivery and $75 for a miscarriage, 

The family plan costs $12.54; the individual plan costs $4.19. 

The CIA plan, underwritten by Mutual of Omaha in its cash indem- 
nity plan pays $13.50 per day for 90 days of coverage for semiprivate 
rooms in a hospital with extras in the hospital up to a maximum of 
about $200, with a $250 surgical limitation. 

The costs are just a little less in this instance. The family plan 
is $8.25 but the coverage is less ambitious. 

In attempting to develop our materials, Mr. Chairman, we have 
tried to find out as much as we can about all of these plans. We have 
examined them from the point of view of their strengths and weak- 
nesses. We have examined them to the extent time has permitted 
from the point of view of attractiveness and advantage to the 
~c. 

t is our belief that what we have put before the committee as a 
study document has all of the strengths of these other plans, most of 
the strengths of the industrial plans, and represents something which 
we oe work together on in a way that will be most productive of good 
results. 

Senator Neupercer. Thank you very much, Mr. Chairman. We 
appreciate the very comprehensive documents you brought with you 
because I know they will be of great assistance to the other members 
of the subcommittee and the full committee when we consider the 
views of the Civil Service Commission. 

Off the record. 

( Discussion off the record. ) 

(Thereupon. a short recess was taken.) 

Senator Neusercer. Will you come to order, please? 

Before we commence our discussion I again want to announce our 
schedule so that the people here who are interested will be aware of 
it. We will go today until approximately noon. Then we will take 
up tomorrow morning at 9:30 where we left off today. It may be 
that we shall have to hold further hearings later on. It may be that 
the chairman can get some assistance from the other members of the 
subcommittee because I have some commitments of my own as chair- 
man of the Indian Subcommittee of the Committee on Interior and 
Insular Affairs and we have hearings scheduled. But I want to say 
that this subject is so important we are going to explore it exhaustive- 
ly and see to it that every single pertinent fact is available before legis- 
lation is presented to the Senate. I wanted to tell the chairman that so 
if our discussion is not completed today, we may have to resume it at 
9:30 tomorrow. I say the issue is too important to give just a lick 
and promise. 

I have just a few general questions, Mr. Chairman, after which I 
am going to let Mr. Brawley take over. 

Mr. Jones. Senator, may I interrupt you for just a minute? In 
the break two questions‘came up, apparently on points in my testimony 
which were not clear. I wonder if I could handle those questions 
before the others. 

First, who is covered under the retirement aspects of the plan which 
the Civil Service Commission has forwarded at this time? The an- 
swer is that our plan would not cover people who are already retired. 
The retirement benefits would only be for persons who came under the 
plan as active employees and subsequently retired. 
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Senator Neusercer. It makes no difference how long they were 
under the plan as employees? : 

Mr. Jonzs. That is one of the things we have to consider further. 
I presume there would be at least some short period of active coverage. 
If it went into effect. on the 1st of July, for example, I don’t know 
whether it would be feasible to cover the people ane June 30. I 
don’t know about the question of retroactive coverage. This is always 
a difficult question but it’s one that can be answered. We have not 
given detailed consideration to it. J ; 

The second point about which there was some misunderstandin 
was the cost figure that I gave, the $242.6 million. That is the tota 
cost of the plan which is before the committee. It does not represent 
any assumption as to an allocation of the Government’s share of the 
cost. Whatever the final formula for cost sharing is—I’ll let anyone 
do his own arithmetic—if it’s two-thirds, one-third, just multiply it 
very simply. If it’s 50-50, it would be $121.3 million cost to the 
Government and the same cost to the employees. 

Senator Neupercer. As long as you have included reference to the 
proportionate contributions by the Government and employees, let 
me ask you this question. I think Mr. Staat said in his presentation 
that it was the thought of the Budget Bureau that rather than two- 
thirds, the Government would give one-third and the employees, two- 
thirds, as opposed to the two-thirds, one-third in S. 94. 

How do most of the contribution plans in private industry operate 
generally ? 

Mr. Jongs. If I may fumble for just a moment, Mr. Chairman, 
until I get the sheet here. I have some information on that. 

Senator Neupercer. You certainly may,sir. Thisisa very complex 
problem. 

Mr. Jones. On the industrial plans, Senator Neuberger, General 
Electric works this way: The individual pays two-thirds with a 
one-tenth formula on the dependents so that it averages out about 
50 percent. The steel industry has a 50-50 plan. The auto industry 
has a 50-50 plan. The Du Pont plan is 100 percent for the individual 
with nothing for the dependent so you come out with about 50-50. 
The New York State plan is 50 percent for the individual, 35 percent 
for the dependent or an average of 42 percent. 

Senator Nreupercer. Let me ask you this to clarify my own infor- 
mation in this matter. The only private employers in the country, 
I presume, that could compare at all to the Government in scope 
would be, let’s say, steel and automobiles and they have the 50-50 
contribution as you have mentioned. 

Do you think it would be unfair if the proportion finally presented 
to the Senate were for a 50-50 division of the cost? 

Mr. Jonegs. I can’t give you an official answer to that for the simple 
reason that both in our letter and in the letter from the Bureau of 
the Budget, the statements were made that as a matter of principle, 
the administration would find it preferable to follow the pattern laid 
down in the Federal Employees Group Life Insurance Act where the 
Government contributes one-third and the employees pay the balance. 
We are fully aware of the fact there is a strong and growing tendency 
to 50-50 sharing. I think in all frankness, and not seeking to evade 
the question, this is a matter on which there will have to be more 
discussion as we develop legislation. 
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Senator Neusercer. But certainly it is reasonable and I think, in- 
asmuch as the largest employers in the Nation have a 50-50 proportion 
between employer and employee, that it would not be unreasonable for 
the Government at least to consider a similar ratio. 

Mr. Jones. Certainly not unreasonable to consider. 

Senator Neusercer. Thank you, very much, Mr. Chairman. 

How many employees and how many dependents do you estimate 
would be covered by the plan you propose for Federal employees? 

Mr. Jonzs. It’s hard to give a figure that is meaningful. The 
employee estimate we have worked from, just to keep figures round and 
simple, assume 90 percent of 2 million. 

Senator Neusercer. About 1.8 million, I think you mentioned in 
your presentation. 

Mr. Jones. Mr. Lawton is doing a little arithmetic for me on de- 

dents. He says this carries with it an estimate of 2.7 million 

———, so you would have a total of 414 million people covered. 

Senator Neusercer. And your cost estimates are based on such a 
figure, is that true? 

Mr. Jonzs. That is correct. 

Senator Neusercer. How many Federal workers are now under the 
Blue Cross plan, do you know? 

Mr. Jonzs. I don’t believe I can give you that figure. Do you have 
it Mr. Lawton ? 

— Lawton. No, sir; I don’t think that figure is available any- 
where. 

Senator Neusercer. Do you know how many come under other 
employee plans such as the FBI program outlined ? 

Mr. Lawton. I am sorry, we don’t have any detailed figures on that. 

Senator Neusercer. You do not have any detailed figures on it? 

Mr. Lawton. No. 

Senator Neusercer. What plans, where there are payroll deductions, 
are now in operation in the Federal Government ? 

Mr. Jones. FDIC and TVA. 

Senator Nreupercer. Federal Deposit Insurance Corporation and 
Tennessee Valley Authority. Those are the only ones to your knowl- 
edge? 

r. Jongs. I think that is correct. 

Senator Neusercer. Do you know of any plans that now include a 
Federal Government contribution toward their cost? 

Mr. Jones. The FDIC plan does and the TVA does in part. 

Senator Neupercrer. Can you give us the figures or the proportion? 

Mr. Jones. Yes, sir. In TVA, on the basic coverage, the employee 
and TVA each pay one-half of the premium. On major medical, the 
employee pays all. This is on the white collar workers. 

On the blue collar workers the employee pays $2.68 of $4.18 as a 
premium for himself and on the family plan he pays $7.53 of a $12.54 
monthly premium. 

In the case of FDIC, the FDIC pays the full cost of the premiums 
for the individual and under the family plan the employee pays the 
difference. Now, with the family plan, for example, say two persons 
without maternity benefits, it comes to about $9.50, with the employee 
paying the difference between $9.50 and $3.93. 

Senator Nrusercer. You mentioned somewhere in your testimony, 
I think, that a private employing firm had in operation a plan very 
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similar to that which has been proposed by the Civil Service Com- 
mission. Do you know what firm that is? 

Mr. Jones. General Electric. 

Senator Neusereer. General Electric. How long has that been in 
operation ? 

Mr. Jonzs. I will have to defer to Mr. Lawton on that. 

Mr. Lawton. Since November 1, I think, of 1955. 

Senator Neupercer. Has it been regarded as generally successful? 

Mr. Lawton. Very much so. 

Mr. Brawuey. I started to say I think the GE plan pays the first 
$500 of the hospital bill in full. 

Mr. Lawton. There is a paid-in-full area of $450, I believe, Mr. 
Brawley, after a deductible, after a cash out-of-pocket. 

Senator Neupercer. Your program proposes a $50 deductible, is 
that correct ? 

Mr. Lawton. On both sides, yes. 

Senator Neusercer. How would that operate? Would it operate 
only for the principal, the employee of the Government, or for each 
dependent also ? 

Mr. Jones. There again is a detail that would depend on how you 
varie i I think the practice is that $50 generally runs to the indi- 
vidual. 

Senator Nrupercer. I want to ask this in connection with the dis- 
cussion about GE also, this means, I take it, that the first $50 of any 
medical expense is paid for by the individual; is that correct? 

Mr. Jones. That is correct. 

Senator Neusercer. Now, this is what I think is a key to the whole 
deductible question. Does that apply to the first $50 of the medical 
expenses in a calendar year or the first $50 of medical expenses in a 
given illness or accident ? 

Mr. Jones. No. It’s tied to a time period. It may be a calendar 
or insurance year. In many cases it is an insurance year. 

Senator Neupercer. It makes no difference, it is a 12-month period ? 

Mr. Jones. Yes, sir. 

Senator Neusercer. In other words, once the person has paid $50 in 
medical expenses, then his future expenses in that 12-month period 
are borne out of the fund ? 

Mr. Jones. Within the limitations, the other limitations. 

Senator Neupercer. That is what I mean. But once he has paid the 
$50 deductible, from then on, within the limitations that are stipu- 
lated, his medical expenses or those of his dependents, are borne by 
thefund. , 

Mr: Lawton. If I may interrupt—as a further proviso, if the first 
dollars of expense are incurred during the final quarter of the calendar 
year there is what is known as a carryover. In other words, there 
would be no deductible for the following calendar year. That would 
make it fairer for the individual who gets il] and incurs expenses 
during the latter part of a year. 

Senator Neuspercer. Mr. Kerlin has a comment on this. 

Mr. Keruin. In your prepared statement, on page 39, it says— 


in any calendar year the employee pays the first $50 of hospital expenses. 


- Mr. Jones. That is what it says. 
Mr. Keruin. Isthat what it means?- 
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- Mr. Lawton. With the extra 3 months proviso. There are a lot of 
details we couldn’t gointo. This isa general outline. 

Senator Neusercer. Supposing he has already paid $50 for hospital 
‘expenses but for outpatient services that he has had from the doctors 
while he was at the doctors’ offices. Does he then pay the $50? 

Mr. Jones. No;hedoesnot. This is part of the problem of how you 
write this in bill form, Senator Neuberger. You begin to get into 
some very deep problems of drafting. 

Senator Neusercer. That is the reason we are having this discus- 
sion, to try to clarify some of these things. I can see the complexity 
of it and I want to say this, that I personally favor some form of 
deductibility before the fund is drawn upon. 

I wrote an article some years ago about government medical plans 
in Scandinavian countries, New Zealand, and Australia, and one of the 
first problems they encountered was, unless they had a certain deduc- 
tible, $50 or $100 in their currency, that the fund was drained by a 
comparatively small number of people with psychosomatic ailments 
who constantly visited doctors for social purposes and all sorts of 
things like that. 

Mr. Lawton. So-called hangnail bills. 

Senator Neusercer. So I think there has to be some deductibility. 
I think it must be fair, and my own opinion is it should apply only 
once, and that is the reason I asked the question about the material on 

age 39. 
; Do you have any questions on this particular matter of deductibility ? 

Mr. Braw ey. Is that $50 deductible on each individual member of 
the family or on the family as a whole? 

Mr. Lawton. Each individual member of the family except in a 
common accident involving two or more members, in which case there 
would be only one amount deductible. 

Mr. Jones. I was disturbed about that—— 

Mr. Brawtey (interposing). How about a common illness where 
two members of the family are affected by the same illness? 

Mr. Lawton. That could be written into the plan at extra cost. 

Mr. Jones. I was disturbed with that, too, and on checking a little 
bit, I find it doesn’t represent as much of a problem as you think it 
might. The statistics do not indicate there is a very high rate ad- 
versely in terms of multiple members of the family in 1 year except 
when you run into epidemics, situations of that sort. 

Mr. Kertin. One of the points of the Commission’s plan is that it 
should be relatively simple. That it should be simple so far as the 
doctors and hospitals are concerned. Now, if this $50 deductible ap- 
plies to an individual, that means obtaining split bills from the doctor, 
where you go to the same doctor. I get a bill now from my doctor that 
includes expense for myself and my daughter. I think we should try 
and clear that point up, whether it’s $50 per individual, $50 per family, 
or actually what it is. 

_ Mr. Jones. Well, if you didn’t have it on each individual, Mr. Ker- 
lin, you would, of course, run up your cost and say, for example, you 
reduced the deductible to $25 on each individual hospitalization, it 
would cost you about $11 million more under the plan and the medical 
about $13 million which would bring the total cost up to $267 million. 
There is not a highly adverse risk involved there. 





HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 43 


Mr. Brawter. Does your plan cover dental care ? 

Mr. Jonzs. It does not. Ohm not sure whether you would consider 
some categories of oral surgery—lI think those are also in dispute today 
under commercial insurance contracts as to whether those are dental 
care or surgical care, so I would have to hedge on that point. I am 
not sure. 

Senator Neupercer. But in general they do not cover dentistry ? 

Mr. Jones. Not in the ordinary sense of pulling teeth, filling teeth 
or orthodontia for the children. 

Mr. Brawtey. I'd like to direct a few questions to cost, and so forth, 
on S. 94. I believe you rationalized estimates to $405 million in your 
testimony this morning. 

Mr. Jongs. We found out very recently that the cost of the major 
medical was not included in the earlier estimates that were given of 
the cost of S.94. That would be about $40 which would boost it to $405 
million. 

Mr. Brawtey. I understood that. Do you have any figures on the 
average medical expenses per person in this country today ? 

Mr. Jongs. I do not, Mr. Brawley. I have seen or read something 
in the popular magazines. I don’t know whether it is good, bad, or 
indifferent. I would hesitate to give it. There is a representative, I 
think, of the American Medical Association here. He may have those 
figures at his fingertips. 

Mr. Braw.ey. The committee has secured such figures from the De- 
partment of Health, Education, and Welfare and we are told that the 
average medical expense per person comes to around $89 a year. If 
you relate that to the number of employees covered under S. 94, plus 
the dependents, it seems to me that your cost estimate on S. 94 is about 
$100 million too high. Now, may I ask how did you arrive at the cost 
estimates of $405 million ? 

Mr. Jones. May I ask Mr. Lawton to answer that ? 

Mr. Lawton. It was arrived at on this basis, Mr. Brawley. As- 
suming that there was to be a contribution by the Government of 
$2.50 per individual employee and $7 every 2 weeks for the employee 
with dependents—we have assumed that the benefits of plans which 
do not now cost that much would be brought up so that that total 
figure of Government contribution would be spent. I think that is a 
reasonable assumption. On that basis, multiplying the $2.50 and $7 
by 1.8 million people, I come up with $365 million. 

Mr. Brawtey. Do you think the provisions of S. 94 would encourage 
doctors and hospitals to raise their fees? 

Mr. Lawron. I think it’s reasonable to assume that the plans which 
now cost less because they provide a lesser range of benefits, would be 
strengthened so that they would cost more and take up the entire 
Government contribution. 

Mr. Brawtey. Are there any provisions in the proposal here this 
morning that you think would put brakes on the current rise in doctors’ 
fees and medical costs ? 

Mr. Jones. In the proposal as it stands I don’t think you can say 
there would be, Mr. Brawley. I am sure the members of the com- 
mittee and staff and all the people in the room are aware, again, there 
has been a great deal of discussion about this in the public press of 
late. There have been articles in lay journals and medical journals 
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about the rising cost of medical care. I don’t think you have anything 
in this plan that automatically throws up the flag for braking rising 
costs. Whether you can do so without getting into all:kinds of prob- 
lems, I am not prepared to state ‘at this time. I have my own personal 
feeling that if there is a problem here of the magnitude that some 
people feel exists of the doctor automatically adding onto his normal 
fee whatever part is covered by insurance, the doctors themselves will 
take care of that situation in fairly short order. 

In other words, what I am saying is that I think medical ethics is 
still very much in the forefront of the minds of.physicians and 
surgeons today. ' 

Senator Nrusercer. I take it then you think this plan will have no 
different impact than other plans on the impact of medical costs? 

Mr. Jones. No. If anything, I think it may have an impact in the 
direction for good. If this add-on practice prevails—and I have no 
knowledge that it does or doesn’t—if it does prevail, the mere fact 
that the Government. with all of its tremendous powers of moral and 
other kinds of suasion moves in with a large program of its own, I 
think will cause people to stop and think twice before they embark 
upon practices which the Government would find objectionable from 
the view of public morality, if nothing else. 

Going back to Mr. Brawley’s earlier question, we did have some 
overall figures on medical insurance. Assuming 173 million people in 
America, the overall figures of the Department of Commerce shows 
that the average medical expenditure for all persons was $80 a year. 

Mr. Brawtey. I think it is better sometimes to relate the two pro- 
posals by figures. Last night after we received this proposal, we took 


three average cases. The first case was a short-term nee case, say 


a hernia operation, of a person with a family income. of $6,000 or less. 
The total bill for hospital and surgeon would be $670—and we have 
the breakdown to show how this figure was arrived at. 

Under S. 94 the total bill could be paid in full. Under the Com- 
mission’s proposal this morning, it would result in the following: 
the insurance company would pay $536 or 80 percent; the patient 
would pay $134.22. We have those figures broken down for the record. 

In an average maternity case with a family income under $6,000, 
hospitalization cost for mother and infant, $165; obstetrician’s fee, 
$125 or a total of $290. S. 94 could pay the bill in full. The proposal 
this morning would pay $200 or 69 percent of the cost. The family 
would pay $90 or 31 percent of the cost. 

Now, in the case of a large bill, a heart case of 6 months in the 
hospital where a total bill of $5,500 was encountered, S. 94 would pay 
$5,005 or 91 percent of the cost. The patient would pay $495 or 9 
percent of the cost. In the Commission’s proposal the. insurance 
would pay $4,000 of the cost or 80 percent. The patient would pay 
‘$1,100 or 20 percent. 

I thought those figures might go into the record to better relate 
and show us what kind of proposal we are talking about. 

‘Senator Neusercer. Mr. Paschal has a question. 

Mr. Pascuan. My question was whether you were going to insert 
that into the record. 

Mr. Brawtey. I believe the chairman just ordered it inserted. 
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Senator Neusercer. The whole table relating to these hypothetical 
illnesses, is that correct ? 

Mr. Brawtey. That is correct. 

(The staff document is as follows :) 


Ezample of a large bill—A heart case, 6 months in the hospital 
Total bill 


§. 94 provisions: 
Insurance would pay 91 percent_ 
Patient would pay 9 percent 
CSC proposal : 
Insurance would pay, 80 percent. 
Patient would pay, 20 percent 
The bill included the cost of : 
(1) 180 days in semiprivate room at $16 a day 
(2) Oxygen, special drugs, electrocardiograms, laboratory tests, 
physiotherapy, ambulance 
(3) Special duty nurses for 5 days 


Total hospital bill 
(4) Physicians’ charges 


Total bill 
How S. 94 would work : 
Basic insurance pays for 120 days at $16.20 
Hospital extras during 120 days 
Physicians’ fees, $4 a visit for 100 visits 


Basic insurance pays. 
Balance to which major medical applies 
Patient pays “corridor” 


Amount subject to major medical 

Major medical pays 75 percent_ 

Patient pays 25 percent. 

How CSC program would work: 
Patient pays first $50. 

Plan pays toward hospital bill 

Balance still to be paid 

Insurance pays 80 percent 

Patient pays 20 percent_ 


Example of a maternity case—family income under $6,000 


Hospitalization costs for mother and infant 
CORON 6 9G i tenner i gamapeipeen 


S. 94 insurance could pay the bill in full 

CSC plan—$200 ceiling on maternity : 
Insurance would pay 69 percent_ 
Family would pay 31 percent_ 


Example of a short-term hospital case—a hernia operation—family income 
$6,000 or less 


Total bill for hospital and surgeon_ 

S. 94 could pay the bill in full 

CSC proposal would result in the following: 
Insurance, 80 percent 
Patient pays 20 percent_ 
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Eavample of a short-term hospital case—a hernia operation—family income 
$6,000 or less—Continued 


The bill included the cost of : 


Hospital bill : 
(1) 14 days in a semiprivate room at $18.50 a day $ 
(2) Operating room, dressings, X-rays, anesthesia, laboratory work... 211 


Total bill 
How CSC proposal would work : 
Hospital bill 

Patient pays - 

SRR DETR REE BIOs 6 ini cihisp erin enpeeenerdrrmnteretpteen i 

Balance still to be paid 
Insurance pays 80 percent. 
Patient pays 20 percent. 


Insurance pays 80 percent 
Patient pays 20 percent. 

Mr. Jonrs. Hypothetical cases are just as good as actual ones. 

I may say that I was doing the arithmetic on the hernia operation 
as Mr. Brawley gave it. I think that just about fits it because I 
was talking about a hernia case just the day before yesterday. The 
difference, of course, is in this $162 million difference between what 
we consider to be a reasonable estimate of the cost of S. 94 and the 
cost of a bill which might be written around the principles and the 
plan which we suggest for the committee.to study. I think that kind 
of thing would be definitely useful and helpful in the record and 
it may be commented on by others. I have no comment now. 

Senator Neupercer. All committees have to have a starting point. 

Would you think legislation might be feasible that would have the 
same schedule of benefits as was proposed in the Civil Service Com- 
mission bill by a 50-50 division of the contributions rather than two- 
thirds—one-third ? 

Mr. Jones. Certainly it is a matter worth going into, Senator Neu- 
berger. These things all involve Going a certain amount of arithme- 
tic and scratching your head about physical realities of one sort or 
another. I see no reason why the arithmetic should not be done, but 
we have not done it. 

Mr. Brawiey. How can you determine in advance the cost..of the 
proposal you present here this morning ? 

Mr. Jones. Well, it’s a little better than a guessing proposition. 
What you have to do is rely on the advice you get from people who 
have had some experience with this kind of thing, and that is very 
largely what we have done. I have not participated in any of the 
conferences on cost but Mr. Lawton would be glad to expand on this. 

Mr. Brawtey. I am thinking more in terms now, if the Commis- 
sion sits down with insurance companies and starts arriving at pre- 
mium costs and obtaining a contract—— 

Mr. Jones. We had to start with a basic assumption of what a cov- 
erage was and what the universe for coverage was and what kind of 
coverage we asked for. 

Mr. Lawron. The cost estimates, Mr. Brawley, are based pretty 
generally on General Electric with provisions made for where there 
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are differences in the plan. I think they are fairly accurate and 
fairlysound. I believe you can get a policy for this price. 

Mr. Brawtey. Let me direct a question then to the contract. If it 
is later signed—I believe you mentioned at the foot of page 41, and 
the top of page 42 of your prepared statement—the carriers would 
hold the contingency reserve funds. Why is that desirable? 

Mr. Jonxs. I think there are a variety of reasons but by all odds 
the most important one is it gives you a lower rate. Insurance com- 
panies are very inclined to be conservative, notoriously conservative. 
An insurance company is always unhappy if it has no reserve to meet 
something that may, all of a sudden, sweep it off its feet. Insurance 
portfolios are arranged so you must have something of that kind. 

Mr. Brawtey. One other question on the distribution. You have 
a lot of Federal employees in California, for instance, or Oregon, 
where it is, admittedly, a high-cost area. Your proposal pays no more 
than 80 percent of the hospital bill. An employee in Oregon on a 
20-percent basis would have to pay a lot more out-of-pocket expenses 
than he would in South Carolina or some southern States. 

Mr. Jones. I can’t challenge that but all I say is they are paid pre- 
vailing rates across the board. Their salaries do not go as far in 
a high-food and high-rent area. This is perhaps not equitable. It’s 
a fact of life and it would be very difficult to right things regionally 
unless we could find some means of getting people to stay put and 
Americans don’t stay put. 

Senator Neuspercer. Isn’t this a factor that is part of a larger 
problem, as I see, that we have the same pay scale for most Federal 
employees whether they are on the Pacific seaboard where the cost 
of living is very high or whether they are in some of the Southern 
States where the cost of living is comparatively low. 

The reason I mention this is that I encounter it al] the time in my 
discussion with Federal employees in the State of Oregon. In Seattle, 
Portland, or San Francisco we have very high living costs and this 
fact is confirmed by the Bureau of Labor statistics table. But unless 
I am mistaken, a letter carrier in Seattle, or Portland, or San Fran- 
cisco gets no higher pay than a man who carries the mail in some of 
the intermountain States where the cost of living is infinitely lower. 

Mr. Jones. I think that statement is correct. 

Senator Neupercer. It is one of the reasons why I constantly think, 
as a Senator from a State where there is a relatively high living cost, 
we will have to tackle this cost problem. 

Mr. Jones. I can’t disagree with you, Senator. This is one of the 
kind of problems that perhaps some day we can have a pay commis- 
sion gointo. Ido think from my own analysis of the figures, the spread 
has increased over the years rather than the reverse. 

Mr. Brawtry. I have one last question: Is it possible that the 
employees or the Government could in any way benefit from the fact 
that the insurers will hold the contingency reserve? 

Mr. Jones. Yes; I think this is an indirect benefit, Mr. Brawley. 
As indicated, it would bring the cost of the insurance down a bit but 
furthermore, this contingency fund includes a portion of the premium 
cost which represents the prepayment for benefits after retirement. 
But it’s there and it’s available just as you and I with family budgets 
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are a little bit happier if we have a couple of hundred dollars in the 
bank that we can call on if we need it in an emergency. It is indirect 
benefit but it’s no dollar-and-cents benefit except in terms of overall 
premium cost. 

Mr. Brawtery. Do we get the benefit of the overall? We get the 
benefit of the interest on the life insurance fund; do we not? 

Mr. Jones. Well, I think you would here, too, depending on how 
you write the plan. I think this would redound to the credit of the 
Government. 

Senator Neusercer. Do you have any questions, Mr. Paschal? 

Mr. Pascuau. Mr. Jones, may I direct one or two very brief ques- 
tions to your very fine enumeration of the principles listed in your 
plan. Did I understand in your discussion that S. 94, as it is now 
drawn, would not qualify Blue Cross or would Blue Cross qualify as 
an insurance company ? 

Mr. Jones. If I understand the question, Mr. Paschal, could Blue 
Cross and Blue Shield qualify as carriers under S. 94. 

Mr. Pascua. That is right. 

Mr. Jones. I will have to ask Mr. Lawton to answer that question. 

Mr. Lawton. As it is now drafted they would not qualify for the 
major medical. They would on basic, but in the section on major 
medical, it says “insurance companies” and they are not generally 
regarded as insurance companies. 

Senator Nreusercer. They would qualify under the Civil Service 
Commission but I think they would not qualify under S. 94. 

Mr. Jones. I think they would not for the major medical portion 
but yes, for the basic portion. 

Senator Neusercer. Could it be amended so they could qualify ? 

Mr. Jones. Very easily. 

Mr. Pascrar. My second question, I note you mention geographic 
distribution. Briefly, why did you stress that? 

Mr. Jones. I stressed it for two reasons, Mr. Paschal. In the first 
place, the chairman has already pointed out that Federal employees 
draw the same pay scale no matter where they are located and we have 
a large number of them spread over the face of the United States 
and overseas, too, for that matter. That means in our judgment there 
should be as much uniformity as possible because these people don’t 
stay put. They move. Some of them move very frequently because 
of the kind of programs their agencies have. Others move of their 
own desire. Americans are a restless people—nomads in industrial 
society, someone has called them. That is the first reason. 

The second reason is that unless we have a uniform type of coverage 
for this I think you would immediately find a degree of shopping 
.around. People would decide that they might get a better break if 
they went to Minneapolis and went to the hospital there than if they 
stayed at home. This would create all kinds of administrative prob- 
lems. You would never be able to shake them down. The idea is 
to be hospitalized where you are sick, excepting, of course, circum- 
stances under which you would go to the great clinics of the country 
like the Lahey Clinic in Boston. 

Mr. Pascuat. One more question. I notice in your principle 13 
you speak of the prefunding plan. Do you mean by that S. 94, as it 
is now written, does not include prefunding ? 





HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 49 


Mr. Jones. No, I don’t: mean that but we don’t think that it is 
adequate. 

Mr: Pascua. I didn’t get your last statement, Mr. Jones as to 
whether S. 94 includes a prefunding plan or did you say it was inad- 
equate ¢ 

Mr. Jones. I say it is inadequate. 

Mr. Pascuat. Thank you very much. 

Senator Neusercer. Do you have any further questions, Mr. 
Brawley ? 

Mr. Brawtey. No. 

Senator Neuspercer. Mr. Kerlin? 

Mr. Kerurn. No. 

Senator Nrusercer. Thank you very much, Mr. Chairman. We 
appreciate the comprehensive material you have presented to us and 
have no doubt we will be discussing this with you again. It is a very 
complex and difficult problem. 

Mr. Jones. We are at your disposal whenever you want. May I 
ask the chairman if it is the chairman’s wish that I personally remain 
for any reason today ? 

Senator Neusercer. No. We are going to recess for today very 
soon and there is no need, so far as I am concerned, for you to remain 
further today. 

Mr. Jones. Do you wish me to be here tomorrow ? 

Senator Nevsercer. No. 

What we are going to try to do is go through the very lengthy list 
of witnesses, gather all the testimony we can, and then perhaps we 
will return to some of the Government witnesses such as yourself and 
the Bureau of the Budget after the subcommittee has studied all of 
this testimony. Undoubtedly, there is going to have to be a merging 
of your ideas and many others before the legislation is presented to 
the full committee and the Senate and we want to get your estimates 
and views as we go along. 

Mr. Jones. May I ask the chairman to comment on one other sug- 
gestion that I thought of as I was coming down this morning? In 
view of the committee’s desire to have this record as complete and as 
orderly and logical as possible, would it be within keeping with the 
usual practice if the chairman decides on review of the record this 
morning that he wants additional information, that it could be re- 
quested of us informally so we could send it down very promptly ? 

Senator Neupercer. Yes. If we want additional information, and 
I think we will. I am sure you realize this is a very extensive docu- 
ment. You have presented us with 46 pages and it only came to the 
attention of the subcommittee and the staff Tast night. 

Mr. Jones. That is correct. I know that and some of the agencies 
haven’t seen it yet. 

Senator Neupercer. So you can understand that upon reading this 
over in greater detail a with greater time, many questions will 
come to us for supplementary material. 

Mr. Jones. What I meant, specifically, was the specific points 
covered this morning. If the chairman wants amplification of the 
points covered this morning we'll be glad to supply them immediately 
to the committee staff. 

Senator Neusercer. I am sure the committee staff will do so. 

Mr. Jones. Thank you, very much. 
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Senator Neusercer. Thank you and thank you, Mr. Lawton, for 
accompanying Mr. Jones. 

Mr. Lyons, we are pleased to have you here. Will you present 
your statement ? 


STATEMENT OF EUGENE J. LYONS, ASSISTANT POSTMASTER 
GENERAL 


Mr. Lyons. Thank you for this opportunity to comment on S. 94, 
a bill “to provide Government contribution toward personal health 
service benefits for civilian officers and employees in the U.S. service 
and their dependents, to authorize payroll deductions, and for other 
purposes.” 

The Bureau of the Budget reports to the chairman of this commit- 
tee, opposing S. 94 is supported emphatically by the Post Office De- 
partment. You have ukea that I comment further on the Federal 
employee health insurance problem from a professional personnel ad- 
ministration viewpoint. 

In previous years the Post Office Department has favored in prin- 
ciple health insurance for Federal employees, provided such insurance 
could be obtained at a reasonable cost and meets the needs of employees 
for protection against catastrophic illness. S. 94 does not meet those 
requirements. 

There is no quick and easy solution to this problem of giving em- 
ployees the protection they need at a cost the Government and the 
employees can afford to pay. Any plan to be successful must meet cer- 
tain basic criteria, including simplicity of administration, to avoid 
eee of excessive administrative costs at the expense of maximum 

nefits to the participants. This is a particularly acute problem for 
the Post Office Department with its 38,000 separate installations 
located in every city and village of the United States and its pos- 
sessions. 

The 18 principles contained in the attachment to the Civil Service 
Commission’s report on S. 94 should provide the committee with 
essential benchmarks for considering health insurance legislation. 
The Commission’s accompanying analysis illustrates where S. 94 fails 
to meet these principles. 

Although there may be honest differences of opinion regarding 
certain of these principles, anyone familiar with the needs of Federal 
workers will, I believe, support most of them. I am convinced that 
the principles contained in 1, 2, 3, 9, and 16 of the list are particularly 
important to the success of any Government health insurance plan. 
Stated as they appear in the Commission’s attachment, these prin- 
ciples are: 

1. Full advantage should be taken of the size and geographic dispersion of the 
Federal work force. 

2. There should be a minimum (ideally one) rather than a multiplicity of 
available plans. 

38. Administration should be relatively simple. 

9. The high cost of catastrophic or prolonged illness should be covered. 

16. The Government should provide for its employees, as a group, a plan 
which they as individuals cannot obtain for themselves. 


These principles form the keystone for a practical plan, to which 
must be added the requirement for reasonable costs so as not to add 
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a heavy burden to the Nation’s taxpayers or the participating em- 
loyees. 

” Lepiohekions of this kind should take into consideration those fringe 

benefits which now give Federal employees a measure of protection 

against loss of income during periods of illness, disability, or death. 

Only in this manner can the further needs of these employees be 

seen in proper perspective and duplication be avoided. 

I would like to review briefly the benefits now accorded Federal 
employees through progressive legislation enacted by the combined 
efforts of the Congress and the executive branch in which members 
of this committee and other forward-looking Members of the Senate 
and House of Representatives have given their whole-hearted support. 

First, employees now receive 13 working days paid sick leave and 
from 13 to 26 working days paid annual leave each year. The aver- 
age career employee is able to accrue several hundred hours of sick 
leave, which assures continuation of full pay during most illnesses. 
In addition, the Government provides injury compensation and dis- 
ability retirement for those employees suffering serious job-connected 
injuries and for those who cannot perform their assigned duties due 
to permanent disability. 

hrough liberal benefits provided by the Retirement Act and Fed- 
eral Employees Group Life Insurance Act, dependents of Govern- 
ment workers are assured continuing income in those instances where 
employees are permanently disabled or die. 

Reasonably liberal salaries, including periodic and longevity pay 
increases, have made it possible for career employees to purchase so- 
called basic health and surgical insurance through group plans of 
their own choice. Many postal service employees, for example, par- 
ticipate in low cost hospitalization and surgical plans sponsored by 
employee organizations. The Civil Service Commission in 1957 re- 

orted that 78 percent of all Federal employees had some kind of 
asic health insurance and, no doubt, the numbered covered has con- 
tinued to increase since then. 

These benefits combined help protect Federal employees from the 
financial demands of sickness, injury, and disease, except in those 
instances, fortunately not too frequent, when catastrophic illness re- 
sults io hospital and medical expenses so large that all savings are 
wiped out. 


uch has been said about the so-called basic health insurance bene- 
fits provided by private employers. Although there have been im- 
provements in the benefits for rank and file workers in recent years 
—. the more progressive companies, particularly in regard to 


basic hospitalization, there are few who can boast of salary continua- 
tion plans during illness equal to those now available to Federal 
employees. 
he Bureau of National Affairs in a published study titled “Basic 
Patterns, Union Contracts (fourth ed., October 1957)” summarizes 
an analysis of 400 typical union contracts in private industry. Re- 
ferring to paid sick leave, the bureau states— 
Paid sick leave provisions designed to continue company wage payments for 
a limited period during on-the-job and nonoccupational illness or accident appear 
in 14 percent of contracts. (Since 1950, the problem of sick leave has been 


nee handled through nonoccupational sickness and accident insurance 
plans). 
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The study further states— 


Waiting periods of 1 to 8 days before sick leave becomes operative are speci- 
fied in two-fifths of the provisions. 


Further— 


The amount of paid leave provided ranges anywhere from 1 day per year to 
an unlimited period (notably in newspaper editorial units). Although 5 days 
is the most common single period specified, the majority permit more extended 
periods of absence. 


In summary the study found that— 


Negotiated paid sick leave provisions are far more frequent in nonmanufac- 
turing than in manufacturing. Sick leave plans in manufacturing have fallen 
off to 9 percent of contracts, as against 26 percent in nonmanufacturing. 

From these facts, two significant points emerge: (1) The Federal 
Government with 13 days per year paid sick leave and unlimited ac- 
crual provisions, plus 13 to 26 days paid annual leave per year is 
far more generous in this regard than private industry; and (2) the 
reason private industry in most instances pays part or all of the cost 
of basic hospitalization insurance for rank-and-file employees is to 
substitute such insurance for the more expensive paid sick leave and 
not as an additional benefit. This, I believe, illustrates the fallacy of 
comparing one part of the Federal Government’s fringe benefit pack- 
age with a like part of private industry’s package without consider- 
ing all related benefits. Most workers in private industry would 
welcome the sick leave benefits enjoyed by civil service employees. 

There remains one area of the health insurance problem which has 
not been met in either Government or industry to any marked extent ; 
that is, major medical protection against catastrophic illness. Again, 
if I may quote from the Bureau of National Affairs study— 

Major medical insurance, or “catastrophe” insurance—where costs in excess 
of either basic insurance benefits are an arbitrary “deductible” figure are 
covered on a coinsurance basis—appears in almost 3 percent of agreements, 
primarily in electrical equipment. 

Here, it sems to me, is the primary need of Federal workers because 
few of us are able to withstand the financial impact of prolonged 
large expenses for surgery, medicine, nursing care, and the many other 
costs of a critical disease, accident, or illness. The medical profes- 
sion, insurance carriers, industry and Government are becoming in- 
creasingly aware that we have tackled the health insurance problem 
from the wrong end. We are providing protection for those ex- 
penses which the average wage earner usually can manage to pay with- 
out absolute bankruptcy while we have neglected those infrequent but 
catastrophic medical costs which can wipe out lifelong savings and 
cause employees to become public welfare cases. 

It has become apparent that the type of plan which requires the 
larger share of its premiums to pay for such medical and hospital 
costs as are occasioned by pregnancies, for which the average family 
can do at least some months of planning, and for large numbers of 
relatively small claims, is really not basic and is become extremely 
costly. The first and real basic need, in my opinion, is for a plan that 
the Government and employees can afford and which will meet the 
major portion of medical and hospital costs when these run into the 
thousands of dollars. 
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Now, may I add just one thing to this statement, Mr. Chairman, 
so that I may make myself perfectly clear? My fear is that in 
getting into the extreme Saeieennn of trying to cover all relatively 
minor costs, that we may find ourselves with a plan that is so costly 
that the employees will not be able to afford to pay the premiums. 
May I say further that these costs are increasing all of the time so 
rapidly that the Government will find it necessary to provide, in addi- 
tion to a 50-50 or a one-third-two-thirds contribution type of a plan, 
some dollar limit on the cost that the Government proposes to pay. 

That being the case, with the cost, particularly for rather common 
ailments increasing so rapidly, the cost to the employees will continue 
to increase and I would recommend that we start from the standpoint 
of providing the insurance that takes care of the kind of illness 
wherein the employee loses his home and all of his a 

Three years ago I testified before this committee in behalf of a 
major medical plan. A month ago I conferred with the staff of the 
committee on S. 94. Both times I urged that we pay particular atten- 
tion to that major kind of illness hes I have found as I visit the 
large post offices, almost without exception, two or three cases where 
we had to pass the hat or do something of the kind to help individual 
employees who were up against the Toss of homes and every other 
asset. They have to meet those costs for their own illness or for the 
illness of a wife or child. 

Senator Nevsercer. I could not agree with you more in the con- 
cluding part of your statement, Mr. Assistant Postmaster General. 
It does seem to me that it is much better to have a $50 deductible 
at the small end and no ceiling at the long end so that we don’t waste 


the fund’s money taking care of head colds and sore throats but that 
we do take care of the Federal employees who, themselves or in their 
families have a malignancy, a major heart case, or one of the rarer 
but very serious diseases such as muscular dystrophy, polio, and so 
forth. It does seem to me that the great tragedies occur when we have 
these catastrophic illnesses and people out of work. 

I have just been working with a man in the central pt of my 

t 


State who was a farmer all his life. He is confronted with losing his 
farm unless we can get some relaxation in the FHA loan he had to take 
because of the terminal illness of his wife that lasted 5 years and 
the tremendous hospital expenses. The tragedies that come to my 
attention are in what we call the catastrophic illnesses but are more 
prevalent than most people like to admit. 

Since my own illness I have done a lot of talking for the Cancer 
Society. iain made a TV film. They have revised their figures 
on the number of Americans who will have cancer. It is no longer 
40 million, it’s 50 million because of, one, our increase in population 
and, two, the improved diagnostic methods which they are arriving at 
the actual figures with respect to cancer. 50 million Americans are 
going to have cancer. That is nearly one-third of the population. 
That means two out of every three families of Federal employees are 
at some time or other going to have an expense with this disease and it 
seems to me that it is to take care of this type of expense that we 
should try to work out some kind of a medical insurance program that 
will be fair to the Government and to the employee alike. 

I just want to ask you one question, if I may. You heard me dis- 
cuss with the Chairman of the Civil Service Commission the idea that 
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perhaps there should be a sharing of costs similar to that in the steel 
and automobile industries of 50 percent from the Government and 50 
percent from theemployee. Do you think that is fair? 

Mr. Lyons. I can only answer that on a personal basis, yes. 

Senator Neusercer. Thank you, very much. 

Are there any questions ? 

r. Kertin. You favor catastrophic insurance? Where would that 
start? Could you give some indication of where basic, in your opin- 
ion, leaves off and catastrophic under your proposal, would start ? 

Mr. Lyons. I think that from discussing this thing with rank and 
file employees generally speaking, that if we had a plan which would 
pay the major share of everything, and by the major share I mean 80 

reent at least, over $500, 1t would be a very great contribution. I 

on’t say that a catastrophic insurance alone 1s the entire answer, as I 
pointed out here. I do feel, however, that more and more of the assets 
of some of the plans are being dissipated by comparatively minor types 
of medical services that most people can handle daeatselves even though 
it may be tough at times to do so. 

In my statement I tried to make clear that I am not opposed to other 
types of coverage by any means but that I hope that the catastrophic 
type won’t get lost in this extremely complex area of wondering 
whether you are going to pay for pulling a tooth or not, and it won’t 
get lost in the natural rivalry and competition of various types of car- 
riers because that need, in my opinion, is urgent. If the chairman 
would pardon a personal reference, I didn’t dream when I was confer- 
ring with the staff 4 weeks ago that it would have any personal appli- 
cation and I, too, can offord much better than our letter carriers, to pay 
the bill, but it does now have a personal application. 

Senator Neusercer. Mr. Lyons, I think nobody knows when it will 
have a personal application. I was going on my vacation one after- 
noon and I just happened to go to the doctor by chance for something 
entirely different and the next morning I was being operated on. So 
nobody knows. That’s one of the things that confronts everybody, 
whether he be a letter carrier or the head of a government. 

Are there any other questions? 

Mr. Lyons, we certainly appreciate your being here. We appre- 
ciate your testimony. Wethank you very much. 

We are in adjournment until tomorrow morning at 9:30 when the 
first witness will be Mr. Leon Wheeless. 

(Thereupon, at 12:10 p.m., the subcommittee was recessed to recon- 
vene at 9:30 a.m., Thursday, April 16, 1959.) 
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THURSDAY, APRIL 16, 1959 


U.S. Senate, 
Post Orrice AND Crvit Service CoMMITTEE, 
SUBCOMMITTEE ON INSURANCE, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 9:45 a.m., in 
room 6202 of the New Senate Office Building, Chairman Richard L. 
Neuberger, presiding. 

Present: Senators Richard L. Neuberger, Yarborough, and Morton. 

Also present: J. Don Kerlin, assistant staff director and Frank A. 
Paschal, minority professional staff member. 

Senator Neupercer. The subcommittee will come to order, please. 

The Chair should like to announce before we commence this morn- 
ing that owing to the importance of the health legislation being con- 
sidered by the subcommittee, Senator Johnston, chairman of the full 
committee, has decided to expand the subcommittee from three to five 
members. The original members of the subcommittee are: Senator 
Morton of Kentucky, whom we are very pleased to have with us this 


morning; Senator Yarborough of Texas, and myself, as chairman. 
The chairman of the full committee has added to this subcommittee, 
Senator Carlson of Kansas, who is the distinguished ranking minorit; 
member of the full committee and Senator B. Everett Jordan of Nort 
Carolina. Unfortunately, beth these men had Peete commitments, 


because, of course, they were not notified until this morning of their 
appointment to the subcommittee. They have assured us they will 
make every effort to be here next week and, of course, we are very 
pleased to have two such outstanding members of the Senate added 
to the subcommittee that is considering this very important legislation. 

The first witness this morning will be Mr. Leon Wheeless, Staff Di- 
rector of the Civilian Personnel Policy Division, Office of Assistant 
Secretary of Defense for Manpower, Personnel, and Reserve. 

Mr. Wheeless, we are very pleased to have you with us this morning. 


STATEMENT OF LEON WHEELESS, STAFF DIRECTOR, CIVILIAN 
PERSONNEL POLICY DIVISION, OFFICE OF ASSISTANT SECRETARY 
OF DEFENSE FOR MANPOWER, PERSONNEL, AND RESERVE, AC- 
COMPANIED BY BRIG. GEN. FLOYD L. WERGELAND, EXECUTIVE 
DIRECTOR OF THE OFFICE FOR DEPENDENTS MEDICAL CARE; 
AND LT. COL. WALKER W. EVANS, CONTRACTING OFFICER, OFFICE 
FOR DEPENDENTS MEDICAL CARE 


Mr. Wuee ess. Thank you, Mr. Chairman. I have at the table with 
me Brigadier General Wergeland, who is Executive Director of the 
Office for Dependents Medical Care. 
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Senator Neusercer. We are pleased to have the general here. 

Mr. Wuee ers. I appreciate very much the opportunity to appear 
before the subcommittee on this important subject. 

The Department of Defense fully recognizes the importance of 
group health insurance for its more than a million civilian employees. 
For many years these employees have been encouraged to participate in 
. group health insurance programs on a voluntary basis, and such in- 
surance is currently available to them from many sources. Large 
numbers of Defense employees are currently participating in pro- 
grams of this nature. 

The Department of Defense has also endorsed the purposes which S. 
94 seeks to achieve and has consistently supported recommendations 
for health insurance which have been included in the legislative pro- 
grams of this administration. However, the Department has not in- 
cluded funds for this purpose in either its 1959 or 1960 budgets. 

The Department duidehons cannot support S. 94, both because it 
would be extremely costly to the Government and because the legisla- 
tion does not meet sound basic principles on which a health insurance 
program should be established. This has been fully covered by the 
report which the Civil Service Commission has filed with your 
subcommittee and I shall not repeat the points which have been made 
in that report. 

I should like, however, to emphasize three points which, because of 
its size and the dispersion of its activities throughout the world, are 
of particular importance to the Department of Defense in connection 
with any health insurance program which may be considered. 

The first is that coverage under a Government program should be 


available to U.S. citizen employees wherever serving. Those who 
serve in foreign countries should not be excluded from coverage by 
law, since such action will undoubtedly work hardships in individual 
cases and create inequities as compared with employees serving at posts 
in the States. Any necessary and ehproprise exclusions and adjust- 


ments applicable to citizen employees in foreign areas should be left to 
determination by the agency responsible for the overall administration 
of the program. 

The second point is that whatever per is established should be 
as simple of administration as possible and be readily understandable 
by employees and by the many field officials who will become involved 
in its administration in a department as large as Defense. Paperwork; 
differing plans, provisions and options; and frequent transferring 
about among plans should be kept to a minimum to avoid excessive use 
of staff time and cumbersome procedural requirements. 

Ideally, all employees should be covered automatically under one 
plan without provision for exceptions. Even though this is not prac- 
ticable, the program should still consist of a comprehensive plan un- 
der which each eligible employee is covered automatically unless (a) 
he elects no coverage at all or (b) he elects coverage under one of a 
minimum number of alternative plans meeting prescribed standards 
of eligibility. 

The third point is that whatever health insurance program is finally 
adopted for Federal employees should be one which will provide 
the maximum possible benefits at the most reasonable cost to both 
the employee and the Government. It is believed this can best be 
brought about by taking advantage in a single comprehensive plan, 
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with a minimum number of supplementary plans, of the vast spread- 
ing of the risk that results from the Government’s large employment 
and wide geographical dispersion. Reasonable controls against 
abuses, and avoidance of excessive liberality in benefits or the as- 
sessment of too high a contribution on the part of the Government 
are important. By initially avoiding excessive benefit payment pro- 
visions—which could later result in serious funding problems—ex- 
perience can be used as a sound basis for subsequent appropriate lib- 
eralization of benefits. 

At this point, Mr. Chairman, I should like to say I thoroughly en- 
dorse what the Assistant Postmaster General had to say yesterday 
about the importance of meeting the problem of catastrophic illnesses. 
This, we feel, is an area in which the Government can provide for 
its employees as a group a protection which most of them cannot 
afford as individuals and which many of them could not obtain, even 
if they could afford it. 

We have in the Department of Defense, Mr. Chairman, a program 
of medical care for certain dependents of active duty military per- 
sonnel, popularly referred to as “Medicare.” I have with me this 
morning, as I have previously indicated, Brig. Gen. Floyd L. Werge- 
land, who is Executive Director for that program. It was the opinion 
of some of the members of your staff that the subcommittee might 
possibly have questions that they would like to ask him about the 
operation of that program. 

I should like to emphasize, however, that program differs in a 
number of basic particulars from the type of program which is 
envisaged under S. 94. 

That concludes my statement and General Wergeland and I would 
be happy to try to answer any questions that the committee may 
have. 

Senator Nreusercer. Thank you very much, Mr. Wheeless. We 
particularly appreciate General Wergeland being here under the cir- 
cumstances. We want to extend him our profound sympathy for 
the great loss he has suffered. 

Senator Morton, do you have any questions? 

Senator Morton. Mr. Wheeless, you have now a great many civilian 
employees overseas in various countries in one capacity or another 
with the Department of Defense. That is true, is it not? 

Mr. Wueetess. Yes, we do. 

Senator Morron. Among those are numbered many American 
nationals ? 

Mr. Wueetess. That is true. 

Senator Morton. Do they get, as an independent for oversea serv- 
ice or as a hardship compensation or anything of that kind, any 
medical care? 

Mr. Wueetess. In the Department of Defense, medical care is pro- 
vided for most of these employees through the military facilities to 
the extent that it is possible to do so. Where it is not possible, they 
must obtain their medical care through local facilities in the country 
in which they serve. However, there are many instances in which 
the employees’ dependents do not accompany them to the foreign area 
and remain in the States, which is one of the reasons we believe that 
this program should not exclude these people from coverage, since 
they may wish to cover their dependents under the program. 
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Senator Morton. I was interested in the first paragraph on page 2 
of your prepared statement and that is the point I wanted to clear 
up. The main reason for not excluding those who might be serving 
overseas is that their dependents at home would thereby be excluded 
if that were provided in the law. 

Mr. Wueetess. That would be the main reason, yes, Senator, but 
we also feel that exclusion of any group of American citizen employees 
would best be left to the agency administering the program, based 
upon circumstances as they develop. 

Senator Morton. I can foresee some complexities if that has to 
be extended to employees living in Saigon or stationed in Saigon or 
Laos or someplace like that. I mean as a practical matter today, if 
one of your civilian mae, the if you have one in Laos, he is flown 
to the nearest military hospital for an appendectomy, or something 
like that might come up, and his dependents are not with him there. 
But, in Paris or Rome, where you might have civilian employees, the 
story might be different. 

Mr. Wuee tess. Yes, that is correct. 

Senator Morron. Some arrangement would have to be made to 
take care of him, I can see that. I was not aware of the situation 
of the dependents being at home. That had not come to mind. I now 
understand the reasons for that paragraph. 

That is all at this point. 

Senator Nevsercer. Mr. Kerlin, do you have any questions ? 

Mr. Kerutn. I have no questions. 

Senator Neusercer. Did you have any questions? 

Mr. Pascua. No. 

Senator Neusercer. General Wergeland, do you have any ideas on 
Medicare, which I realize is quite different from this contributory 
program we are considering, but do you have any ideas in the field 
of Medicare that might be useful to us in the problem with which 
we are confronted ? 

General WerceLanp. Senator, it would be rather difficult for me 
to say just where the similarities would apply until you have arrived 
at a decision as to how you are going to carry out this program. 

Senator Neupercer. Medicare is not a contributory program; is it? 

General Wrerce.anp. It is a supplementary program to the military 
facilities. 

Senator Neupercer. I understand that, but let me get this straight, 
is it for dependents of members of the Armed Forces; is that correct! 

General Werce.anp. It is for wives and children of personnel now 
on active duty. 

Senator Neusercer. There is no contributory feature ? 

General Wercetanp. No, sir; it is not an insurance program. The 
Government is the insurer in this case. 

Senator Neusercer. I understand, so it differs very markedly from 
what we are considering in that Medicare involves no contribution 
from the salary of the individual himself or whose dependents will 
be treated. 

General Wercetanp. The patients do have certain liability for de- 
fraying a portion of the ‘cost, particularly in hospital cost. They 
must pay the first $25 of the hospital expense—this is for semiprivate 
accommodations—or $1.75 a day, whichever is the greater. 
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Senator Nevupercer. Is medicare carried out through Blue Cross 
or through Blue Shield ? 

General WerceLanp. Yes, sir; we have two hospital contractors: 
Blue Cross and Mutual of Omaha, and, as far as physicians’ claims 
are concerned, we have some 53 contractors distributed throughout 
the United States, Puerto Rico, Alaska, and Hawaii. 

Senator Nreupercer. Perhaps you can give us a little additional 
material on Medicare, which you think might be helpful. 

General WERGELAND. I would be very happy to do that. 

Senator Neupercer. We know that medicare is an outstanding pro- 
gram and we certainly commend you for your management and cus- 
todianship of it. 

General Wercetanp. Thank you very kindly, sir. 

Certain civilian medical care is furnished to dependent spouses and 
children of active duty members under title II of the Medicare Act; 
that is Public Law 569. The broad scope of this civilian care is out- 
lined in section 201 (a) of the act as follows: 

Hospitalization in semiprivate accommodations up to 365 days for each admis- 
sion, including all necessary services and supplies furnished by the hospital during 
inpatient confinement. 

It provides medical and surgical care incident to a period of hos- 
pitalization. 

It provides complete obstetrical and maternity service, including 
prenatal and postnatal care. I might say that is the largest part of 
our service. 

Required services of a physician or surgeon prior to and following 
hospitalization for a bodily injury or for a surgical operation, which 
includes diagnostic tests and procedures, including laboratory and 
X-ray examinations, accomplished or recommended by a physician 
incident to hospitalization. 

It can be seen that Public Law 569 in itself outlines in a general 
way the scope of care to be made available to the dependents in civilian 
facilities. The Secretary of Defense, under the authority contained 
in the act, more clearly defined and limited that care by the use of a 
joint directive put out by the Departments of Defense and Health, 
Education, and Welfare. 

Now, this program was tailored to fit the military dependents, 
which, as you know, is a most transient population. We have now a 
Medicare Permit System which is designed to effect an optimum utili- 
zation of the uniformed services medical facilities first before they seek 
care in civilian facilities at Government expense. 

This program might not be applicable in any other medical benefit 
plan because it is primarily an in-hospital program. At present, ap- 
proximately two-thirds of the Medicare program consists of maternity 
care. The balance is comprised of hospitalization for acute medical 
and surgical conditions. It is not for the care of chronic diseases. 
Medicare beneficiaries are for the most part young patients. It should 
be kept in mind that they are spouses and children of active duty per- 
sonnel. Very few male patients for whom bills have been submitted 
are over 14 years of age. 

In addition to those charges I mentioned a few minutes ago about 
hospitalization, the patient also pays a portion of the cost of private 
duty nursing charges, if it is ordered by the civilian attending physi- 
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cian. This amounts to the first $100 of the charges, plus 25 percent 
of the additional charges. Certain other charges are made to the 
patients in special situations, such as the first $15 of the physician’s 
charges in the case of home or office obstetrical delivery. 

To talk some about the difference, it should be emphasized that this 
is not an insurance program. The Government does not enter into 
any insurance policy and no one pays any premiums. Rather it is a 
form of medical services embodying the full service coverage concept. 
When the bill (Claim Form 1863) is prepared, the doctor signs it, 
and it represents his full charges. Contractors provide a bill-paying 
mechanism. They pay claims of physicians and hospitals for the care 
authorized under the program and furnished to these eligible depend- 
ents. 

The contractors are then reimbursed for their cost. This includes 
th amount paid by them for care provided, plus the administrative 
costs. Physicians and hospitals agree to take the amount paid by the 
Government, combined with the stipulated amount to be paid by the 
patient, as I mentioned before, as full payment for the authorized 
services furnished under the program. They may not charge the 
patient any additional amount for those authorized services provided 
and it was only after the most intensive, prolonged and repeatedly 
checked studies that this type of plan was developed and finally 
adopted as the only one that promised full realization of the major 
objectives of the program, which was to create and maintain high 
morale. 

In this regard, the history of the development of the program 
shows that it was intended that an eligible dependent receiving au- 
thorized services could expect the Government to pay for the full cost 
of those authorized services, with the exception of certain stipulated 
charges that I just mentioned. It is not an indemnity program at all. 

We have, as I said, two contracts for hospitalization and they in turn 
have subcontractors and we have 35 separate contracts, which were 
entered primarily with the Blue Shield and State medical societies 
covering the payment of physicians’ bills. 

As you well know, last October, because our fund requirements were 
considered high by Congress, there were certain restrictions made on 
the 1st of October and those restrictions included the use of the per- 
mit system, which would enforce optimum utilization of our service 
facilities and this has been carried out completely. 

In addition, this did not reduce the cost requirements sufficiently, 
so we had to cut out some of this care, and that was mostly in the 
planable surgical and medical care where such conditions permitted 
rescheduling at a later date without detriment to the patient. 

The physicians’ fees are covered by a schedule of allowances. ‘They 
cover the amounts to be paid to the physicians and these fees were 
negotiated with each State medical society, with certain exceptions. 
These amounts negotiated are maximum fees. These are maximum 
fees in order that they will cover every social economic level within 
a certain State, both urban and rural, and the physician is requested 
to charge his normal fee for a patient in the $4,500 per annum in- 
come group in the area in which the medical service is provided. 

As you know, this will vary from area to area. For the procedures 
which are not covered in our maximum schedule of allowances or for 
procedures involving services of an unusual degree and excessive 
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effort, a physician may submit a special report. This goes through 
a medicare committee of the State society and then it is submitted 
to our office for further adjudication, consideration, and approval. 
The contracting officer advises the contractor of the amount to be paid 
in these cases. 

That covers in substance the nature of the medicare program and 
how it works. A considerable amount of statistical data was fur- 
nished in the First Annual Report, Dependents’ Medical Care Pro- 
gram, dated June 1, 1958, and was submitted to the Congress by the 
Secretary of Defense. That report might be helpful and our office 
will gladly assist the group working on this in your committee on the 
statistics and facts that we have available and have accumulated to 
date. 

Thank you very much. 

Senator Neusercer. General Wergeland, the staff has suggested 
that I ask you a number of questions regarded as pertinent in the re- 
lationship of medical care to any possible program we might develop 
and I would like to go over this rather rapidly, if I may. 

General WERGELAND. Yes, sir. 

Senator Neupercer. How many people does medicare cover? 

General Wercetanp. How many do we cover by the Medicare Act ? 

Senator Nevupercer. Yes. 

General WerceLanp. We have total dependents of 3,537,300 at 
the present time, fiscal year 1960. 

Senator Neuvercer. They are covered by medicare? 

General WercELAND. That is right, sir. 

Senator Neusercer. What is the average size of a claim paid under 
medicare ? 

General WerceLAND. We have that both by the hospital and by the 
physician. The claims are separated. 

Senator Nevusercer. Might we have them in each instance, please? 

General WercELAND. Ending December 31, 1958, the last 6 months’ 
running average for physicians’ claims was $77.73 and the last 6 
months’ average running claim for hospitals was $117.47. The phy- 
sicians’ claims during the past 18 months is an increase of 414 percent; 
the hospital claims an increase of 8 percent over 18 months ago. 

Senator Neusercer. Thank you very much. 

What was the largest claim paid, General, is that available? 
Approximately ? 

‘ General Wercetanp. I would say the largest claim is well over 
5,000. 

Senator Neusercer. How much does the serviceman’s family pay 
themselves for the program ? 

General Wercetanp. They pay nothing toward the program until 
they avail themselves of the program, are in the hospital and then 
they pay $25 or $1.75 a day, whichever is the greater. 

Senator Nrevpercer. Then after that, the cost is borne by the 
Government ? 

General WerceLanp. That is right, sir. However, for private duty 
nursing services, if required, they pay the first $100 and then 25 percent 
of the remainder if recommended by the attending physician. 

Senator Neusercer. I understand. 

General WerceLANnp. Rarely do they need that. 
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Senator Nevsercer. Would it be possible for you at your conven- 
ience to supply us for the record a breakdown of the claims under 
medicare by size, how many fall into each bracket that you might so 
classify ? 

General WerceLAND. You mean the amount side? 

Senator Nrusercer. Yes; distribution of claims by the size of the 
funds involved. 

General Wercetanp. Yes, sir; that will not be difficult to get for 

ou. 
7 Senator Neusercer. We would appreciate that. 

General WercELAND. Would it be satisfactory to give you, say, our 
12 common procedures, average cost of about 12 or so most common 
procedures that we pay for? 

Senator Neusercer. That would be excellent. 

What is the administrative cost per claim which Blue Cross and 
Mutual of Omaha charge for handling the Medicare cases? 

General WerceLanp. The administrative cost is $1.77 per claim for 
Blue Cross and Mutual of Omaha is $1.26 per claim. 

Senator Neusercer. Would it be possible to have that broken down 
as to what percentage this amounts to by the size of the claims? 

General Werce.ANp. It has no relationship to the dollar size of the 
claim. The administrative costs for the program have been about 3 
percent of the program, sir. 

Senator Neusercer. About 3 percent of the program ? 

General Wercenanp. Yes. 

Senator Neusercer. Thank you very much. 

Now you have mentioned that medicare covers 314 million people; 
is that correct ? 

General WercELAND. It covers 314 million dependents of all the 
armed services personnel, Coast Guard, commissioned personnel of the 
Coast and Geodetic Survey and of the Public Health Service. 

Senator Neusercer. What do the expenditures for medicare run 
each year, approximately, General Wergeland ? 

General WerceLanp. Last year the expenditures were $89.9 million. 
This year the budget program expenditure, that is for fiscal year 1959, 
is $93.4 million, and next year it is estimated to be $88.8 million. 

ore Neusercer. Would that be per person covered, approxi- 
mately ¢ 

eneeal Werceranp. I would say it would run a little over $200 per 
case ; $225.64 last 6-month average as of December 31, 1958. 

Senator Neusercer. That is $200 per case for people who required 
treatment ? 

General WerceLanp. That is right, without administrative costs. 

Senator Neusercer. But how much would it be for each person 
covered within the program, because obviously, every person covered 
does not require treatment each year? Do you see what I mean? 

General Wereetanp. I think I understand what you mean. You 
want to have it in terms of what it would be per capita by year for 
each of the 314 million dependents ? 

Senator Neupercer. Yes; approximately. 

General WercELanp. I believe we have that and I would like to get 
that for you. 

Senator Morton. Mr. Chairman, you have 314 million people. You 
are spending about $90 million. 
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General Wercetanp. ‘That is right. 

Senator Morron. That is just about—if I had a slide rule, I would 
take 314 million into $90 million and I would have it. 

General WrerceLAnp. To expose the civilian use of the program, we 
can tell you what our hospitalization rate is on these people. We have 
about 4 per 1,000 who are in the hospital at all times in both military 
and civilian facilities and the average daily dependent patient load 
in the civilian facilities, fiscal year 1958, was 5,458; fiscal year 1959 
was 5,062, and we anticipate about 4,562 in 1960. That is the number 
of patients who are in the hospital every single day and that means 
about 4 per 1,000 are in bed at all times under the civilian portion of 
the program. 

Senator Nreusercer. In other words, it figures out, unless we are 
mistaken—Senator Morton and I have just been discussing it here—at 
around $25 to $26 per person covered annually. Is that about it ? 

General WrercEeLAND. How much, sir? 

Senator Neusercer. Roughly $25 or $26. 

General WercEeLAnp. Yes; if you leave out the money spent by Fed- 
eral facilities on dependents. 

Senator Nreupercer. Per person covered. Is that correct or in- 
correct ? 

Senator Morton. If you are spending $90 million; is that about 
what you are spending ? 

General WerGELAND. Yes; $90 million. 

Senator Morton. If you cover about 314 million people, that would 
be $25.78 or something like that. 

General Wercetanp. That is about right, sir. I think it is less than 
$5 per month. We had it figured out to that at one time for every 
class of dependents, worldwide. 

Senator Neupercer. Substanitally less; a little over $2. 

General Wercetanp. The average cost per day in a civilian fa- 
cility runs about $50 a day; you can figure it out that way, too. 

Senator Neupercer. The reason I am asking you this question is 
because this is what perplexes me so much. I realize we are plowing 
uncharted ground and, for that reason, my perplexity may not be 
well founded, but here is what does perplex me. Why is it that the 
Medicare costs, which you have mentioned, are so much less per person 
covered than those given to us yesterday in estimates by the Civil 
Service Commission? What were some of those estimates, Mr. 
Kerlin? 

Mr. Kerttn. They were speaking in terms of $80. 

Senator Neupercer. Is Medicare coverage less comprehensive than 
this contemplated or what is it? 

General WerceLanp. We can explain that for you, sir. When I 
say the services have 314 million dependents, that includes all de- 

ndents. Now, we would have to fractionate that down to include 
just those who were wives and children, because this 4 per 1,000 
hospitalization gives us a general average of the number of people 
who would be in here and that is why I would need to take and screen 
out just the dependents who are dependents or active duty personnel 
rather than the overall, so that I could give you a separate figure on 
how much it costs for each eligible person. 

Senator Neusercer. In other words, 314 million is not an accurate 
figure of those provided with coverage, is that correct ? 
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General Werce.anp. Yes. We can give you the percentage of 
that. We take care of approximately 40 percent in certain facilities 
and 60 percent are taken care of in the military hospitals. Do you 
see the point ? 

Senator Neupercer. I see. 

General WerceLanp. You would have to add the cost of those in 
pe military hospitals as well in order to come up with the right 

re. 

Senator Nevsercer. So that does not figure at all in the calculation. 
I wonder if you could break that down for us? 

General WerceLanp. We will try to break that down for you. 

Senator Nevusercer. I realized there was a very legitimate dis- 
crepancy and I wanted to try and get at this. 

Colonel, will you identify yourself for the record ? 

Colonel Evans. Colonel Evans. 

General WerceLanp. Colonel Evans is my contracting officer. 

Senator Neusercer. Give us your full name, Colonel Evans? 

Colonel Evans. Walker W. Evans, contracting officer, Office of De- 
pendents’ Medical Care. 

Senator Neusercer. Mr. Kerlin wants to particularize a little 
further because this information will be very pertinent to our 
considerations. 

Mr. Keruin. General Wergeland, you mentioned that approximately 
40 percent are taken care of in civilian hospital facilities under 
civilian ig neg y If we could obtain the figures on that 40 percent 
on a case basis, it might provide some comparable figures. Could 
you do that? 

General Wercetanp. Colonel Evans will break that figure down 
for you. Did you make a misstatement? You meant these are the 
ones that we have in civilian facilities. Forty percent are in civilian 
facilities and 60 percent in the military. You want a breakdown of 
those in the civilian facilities ? 

Mr. Keruin. That is correct. You do not need to do that now, but 
submit it later for the record, if you would, please. 

Senator Neusercer. I want to say this too for the record. I think 
it is very important that we not confuse ourselves by too detailed a con- 
sideration of medicare because we are talking here now about a great 
many personnel who are taken care of in military hospitals, as they 
properly should be. If we go too deeply into this, Mr. Kerlin, we are 
going to confuse the subcommittee and the full committee and the Sen- 
ate, and I feel this very strongly, in comparing a military medical 
program with a medical program for civilians. 

ow we have gone this far and I think we have to explore this down 
to the end of the avenue, but I would appreciate getting the detailed 
information from you as to how many of these people are taken care 
of in military hospitals. You can see if we go too far in this, we are 
geing to completely confuse the record and we are not going to place 
faith in the figures of the Civil Service Commission or of the civilian 
witnesses that will come before us when that lack of faith is not fair. 
We should not go too far in comparing a program for military per- 
sonnel dependents with those for the civilian employees of the Govern- 
ment. 
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Therefore, I do hope you will particularize this and break it down, 
but I do not want to get the record so confused on this that the Senate 
will not place faith in the figures that are presented by the witnesses 
from the Civil Service Commission or by the other witnesses we are 
going to hear subsequently. You can see the situation we are con- 
fronted with. 

General WercEeLanp. Senator, may I add, to clear the confusion, 
that we put this in the record, that 8,423 is the average daily patient 
load of dependents in military facilities and the Medicare is a supple- 
ment tothese. At this particular time, 1959, we have 5,062 in civilian 
facilities, average daily patient load. 

Senator NEUBERGER. esata Wergeland, thank you very much, and 


you will supply us with that further detailed information. Thank 
you, Colonel. 


(The following information was subsequently submitted :) 


ADDITIONAL INFORMATION ON MEDICARE 


At the hearings on S. 94 held on April 16, 1959, before the Insurance Sub- 
committee of the Post Office and Civil Service Committee, U.S. Senate, Brig. 
Gen. Floyd L. Wergeland, Executive Director, Dependents’ Medical Care Pro- 
gram, Outlined the nature and scope of the medicare program. An understanding 
was reached that two items of information would be furnished to the subcom- 
mittee at a later date. They were: (a) Item No. 1, average cost of medicare 
program per patient covered; and (6) Item No. 2, breakdown of cases by aver- 
age costs for different procedures. 


ITEM NO. 1. AVERAGE COST OF MEDICARE PROGRAM PER PATIENT COVERED 


Background facts to put the information into focus 


Brigadier General Wergeland pointed out on April 16, 1959, that the medicare 
program was tailored as a supplement to care provided to dependents in Federal 
facilities. Contracts administered by the Office for Dependents’ Medical Care 
cover the payment of civilian physicians and hospitals in the United States, 
including Alaska, and in Hawaii and Puerto Rico. Only spouses and children 
of servicemen on active duty are eligible to receive benefits in civilian facilities 
under the program. The civilian program presently covers in essence complete 
obstetrical and maternity services plus inhospital care for acute medical and 
surgical conditions. It does not provide outpatient care, except that related to 
maternity care. With certain exceptions (e.g., emergency situations), before a 
dependent residing with sponsor can obtain care from civilian sources at Govern- 
ment expense, a medicare permit must be obtained. The medicare permit system 
was designed to contribute toward optimum utilization of uniformed services 
medical facilities and to promote economy. In view of the fact that dependents, 
during the course of a year, may receive some care in a uniformed service medical 
facility and some in a civilian facility, it is not possible to establish the precise 
number of dependents covered by the civilian portion of the program during any 
year. Additionally, a precise division of the dependent population between 
those who are permitted to receive care from the civilian physicians and hos- 
pitals at Government expense and those who could receive care from Federal 
facilities is not possible in view of such variables as the transitory nature of 
the population, including overseas movements, and the capabilities of the uni- 
formed services hospitals to provide the required care. Certain data are avail- 
able, however, from which an approximation can be computed. 


Factors used in computing estimate 
The following figures indicate the estimated dependent population eligible for 
care in both civilian and Federal facilities under the Medicare Act and the 


average daily number of patients served in either Federal facilities or in civilian 
facilities under the medicare program. 
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Fiscal year | Fiscal year | Fiscal year 
1958 1959 1960 


Dependent. population 3, 466, 700 


3, 537, 300 
Total average daily patient load 13, 272 13, 485 


13, 629 
Average daily patient load in Federal facilities 7,814 8, 423 7 
Average daily patient load in civilian facilities 5, 458 5, 062 





Percent of total patient load provided care in civilian facilities__ 41.1 37.5 


Fiscal year 1958 will be used to calculate the average cost of the Medicare 
program per patient covered. Since 41.1 percent of the patient load was hos- 
pitalized in civilian facilities in fiscal year 1958, a rough assumption may be 
made that 41.1 percent of the total dependent population, or 1,382,700, repre- 
sents a theoretical dependent population covered for care in civilian facilities in 
that fiscal year (41.1 percent of 3,364,000=1,382,700). 


Estimate—Cost of Medicare per patient covered 


The cost of the care furnished under the Medicare program, including ad- 
ministrative cost of contractors, amounted to approximately $94,611,000 for 
fiscal year 1958. During this same fiscal year $89,916,000 was expended for 
service provided in fiscal year 1958 and in the preceding fiscal year. The differ- 
ence is caused by a lag in billings. Minor adjustments are made from time to 
time. Dividing the estimated dependent population of 1,382,700 into $94,611,000, 
it can be seen that the cost for each such dependent during that fiscal year 
would be approximately $68.40 or $5.70 per month. 


ITEM NO. 2. AVERAGE COST OF CASES FOR DIFFERENT PROCEDURES 


The data furnished on this item relate to fiscal year 1958 ending June 30, 
1958, before the restriction in the program which General Wergeland described 
in his remarks on April 16, 1959, were placed in effect. Two enclosures contain- 
ing these data are furnished. They are: 

(a) Enclosure No. 1: Sheet headed “Twelve Most Common Surgical Proce- 
dures” and showing average costs per case and average length of stay for care, 
completed during fiscal year 1958, for 12 common surgical procedures. 

(bv) Enclosure No. 2: Sheet headed “Maternity Care” and showing average 


cost per case and average length of stay for care completed during fiscal year 
1958. 
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ENcLOSURE No. 1 


Twelve most common surgical procedures—Average costs per case and average 
length of stay for care completed during fiscal year 1958, continental United 
States, Alaska, Hawaii, and Puerto Rico 


Average cost to the Government 

Aver- 
age 

Procedure f Attend-| Total cost to 

ing physi- | Hos- | Total | the pa- 

physi- | cian’ | pital 4 tient 5 

cian 2 


Tonsillectomy & adenoidectomy-.- $64 $113 
Dilation and curettage 6 58 168 
Cesarean section 7 221 560 
Appendectomy--.--.- y 147 { 327 
Herniorrhaphy &___- 148 279 
Hysterectomy ° 255 603 
Excision of cyst, breast, unilateral-- 66 
Hemorrhoidectomy !° 112 288 
Hysteropexy 1! 7 171 417 
Cholecystectomy. '; 239 587 
Excision of ovarian cy 165 
Local excision and/or repair of es- 

sentially round, neoplastic, ci- 

catrical, inflammatory, or con- 

genital lesion 63 179 4.5 
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1 Case frequencies are based on those inpatient attending physician claims processed July 1, 1957, through 
October 31, 1958, on which care was completed during fiscal year 1958, 344,085 admissions for all care. Due to 
the lag in the submission of claims, data are somewhat understated (approximately 97 percent of expected 
total admissions). Cases include those where multiple procedures were performed; average costs and aver- 
age length of stay based on single procedure cases only. The procedures listed above account for 68 percent 
of all surgical procedures (including maternity D & C’s and cesarean sections). 

2 Average amounts paid to the attending physician include the cost of complete pre- and post-operative 
care and any laboratory tests or other analyses made by the attending physician. For maternity D & C’s 
and cesareans, includes charges for antepartum and postpartum care. 

3 Total average physician costs include charges made by the attending physician, and those of anesthe- 
siologists, consultants, assistant surgeons, radiologists, pathologists, ete., who billed separately for their 
services. These costs are combined for an overall average, therefore the difference between the attending 
physician average cost and total physician average cost does not represent the full cost of all ancillary serv- 
ices for an individual case; in addition, some of these costs are included in hospital billings, all of which are 
not itemized on individual bills. (See footnote 4.) 

* Average hospital costs include charges for pathological examinations, anesthesia, X-rays, and other 
ancillary services where not supplied by outside specialists who submit separate bills for their services (see 
footnote 3). Also included in this overall average are some charges made by private duty nurses who may 
submit separate bills for their services (see footnote 5). 

5 Dependents admitted to a civilian hospital must pay the first $25 of the hospital bill or $1.75 per day, 
whichever is the greater. The average cost to the patient includes the charges just outlined plus any charges for 
private duty nursing care (the patient must pay the first $100 plus 25 percent of all charges over $100 when 
the attending physician certifies that private duty nursing care is required). 

6 Includes 6 different types of D & C’s ranging in total average cost to the Government from $178 to $350 
per case. 56 percent of all cases requiring a D & C were maternity cases. 

7Includes 5 different types of cesarean sections ranging in total average cost to the Government from 
$524 to $821 per case. 

: ‘eee 9 different types of herniorrhaphies ranging in total average cost to the Government from $275 
0s per case. 

aan 6 different types of hysterectomies ranging in total average cost to the Government from $550 
1 per case. 

10 Includes 4 different types of hemorrhoidectomies ranging in total average cost to the Government from 
$300 to $326 per case. 


11 Includes 7 different types of hysteropexies ranging in total average cost to the Government from $420 
to $450 per case. 


Source: Office for Dependent’s Medical Care, Statistical Division, March 1959 
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ENCLOSURE NO, 2 


Maternity care—Average costs per case and average length of stay for care com- 
pleted during fiscal year 1958, continental United States, Alaska, Hawaii, and 
Puerto Rico 


Average cost to the Government Aver- 
Aver- | Total age 


length 
Diagnosis Attend-| Total, cost of hos- 
ing | physi- h pital 
physi- | cian stay 
cian ? (days) 
Normal deliveries. 
Complicated deliveries 
Miscarriages and abortions 15, 183 
Other complications of pregnancy. 10, 783 
I co cdenacis ockmemnince 1,4 
Genito-urinary infections. 
Ectopic pregnancy 
Hemorrhage 
Placenta previs 


wm OOo 
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1 Case frequencies are based on those inpatient physician claims processed July 1, 1957, through October 
31, 1958, on which care was completed during fiscal year 1958, 344,085 admissions for all care. Due to the 
lag in the submission of claims, data are somewhat understated (approximately 97 percent of expe°ted 
total admissions). Cases include those where multiple diagnoses were reported; average costs and average 
length of stay based on one diagnosis cases only. Individual diagnoses under ‘other complications of 
pregnancy” are listed for those having 100 cases or more. Maternity care accounts for 55.3 percent of all 
admissions in fiscal year 1958. 

2 Average amounts paid to the attending physician include the cost of the delivery, antepartum and 
postpartum care (routine urinalyses, other tests performed by attending physician, immunizations, drugs, 
provided by attending physician such as vitamin capsules, calcium, etc.), normal neonatal care (including 
two neonatal visits after discharge from hospital), and all other care provided by attending physician for 
complete maternity care. A large portion of the bills also include the cost of newborn circumcisions. 
Effective February 1, 1958, additional charges for routine urinalyses were no longer payable. Effective 
July 1, 1958 (fiscal year 1959), drugs for outpatient maternity care were discontinued, except those drugs 
administered parentarally. 

3 Total average physician costs include charges made by the attending physician and those of anesthesi- 
ologists, consultants, assistant surgeons, radiologists, pathologists, etc. who bill separately for their serv- 
ices. These costs are combined for an overall average, therefore the difference between the attending 
physician average cost and total physician average cost does not represent the full cost of all ancillary 
services for an individual case; in addition, some of these costs are included in hospital billings, all of which 
are not itemized on individual billings (see footnote 4). 

4 Average hospital costs include charges for pathological examinations, anesthesia, X-rays, and other 
ancillary services where not supplied by outside specialists who submit separate bills for their services 
(see footnote 3). Also included in this overall average are some charges made by private duty nurses, many 
of whom submit separate bills for their services (see footnote 5). 

5 Dependents admitted to a civilian hospital must pay the first $25 of the hospital bill or $1.75 per day, 
whichever is the greater. The average cost to the patient includes the charges just outlined plus charges 
for private duty nursing care (the patient must pay the first $100 plus 25 percent of the charges over $100 
when the attending physician certifies private duty nursing care is required). 


Senator Neupercer. Mr. Wheeless, I would like to ask you just one 
uestion, if I may, please. You endorse the statements made by 
i eeceack Postmaster General Lyons when he referred to the fact that 
catastrophic illness was our main problem. I think you made such 
a reference ? 

Mr. Wuee tess. That is true, Senator. 

Senator Nerusercer. I agree with you and I agree with the 
Assistant Postmaster General. You also heard the Assistant Post- 
master General say in response to a question from me that he felt 
personally that a 50-50 division between Government and employee 
would be a fair separation of cost. How do you feel about that? 

Mr. Wueetess. Well, as Mr. Lyons said, I can only give a personal 
answer to that question. I think certainly that is a ratio that should 
be considered by the committee. 

Senator Neupercer. Thank you very much, Mr. Wheeless. We so 
appreciate your being here and I want to particularly thank General 
Wergeland because of the circumstances under which he appeared 


and the committee is very greatly indebted to him for his kindness 
and courtesy. Thank you. 
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General WerceLann. Thank you, sir. a 

Senator Nevusercer. The next witness will be Mr. William C. 
Doherty, president of the National Association of Letter Carriers. 

Before Mr. Doherty commences his testimony, I would like to enter 
in the record in full the letters which have been addressed by the 
chairman of the full committee to Hon. Frank Carlson and B. Everettt 
Jordan and designating them as additional members of this subcom- 
mittee. 

(The letters are as follows:) 

U. S. SENATE, 
COMMITTEE ON Post OFFICE AND Civin SERVICE, 
April 15, 1959. 
Hon. FRANK CARLSON, 
U.S. Senate, 
Washington, D.C. 

DeEAR SENATOR CARLSON: This year, unlike former years, each of the standing 
subcommittees of the Post Office and Civil Service Committee was limited to 
three members because of the reduction in the number of members on the full 
committee. Generally, I think three members will. be sufficient; however, I am 
confident that will not be true in the case of the Insurance Subcommittee. It 
is now apparent that the health and medical insurance program for Federal em- 
ployees and their dependents, on which hearings started this morning, is one of 
the most complex legislative proposals considered by the committee in recent 
years. It is not only complex but it has far-reaching implications on similar 
programs in private industry and with respect to our hospitals and the medical 
profession itself. 

For these reasons, I think it highly desirable to increase to five the membership 
of the Insurance Subcommittee. This will provide the added advantage of 
enabling a majority of the full committee to obtain an imminent knowledge of 
the program and problems involved. 

Notwithstanding my awareness of your many other assignments and demands 
upon your time, I would like for you to serve as a member of the Insurance 
Subcommittee and, if at all possible for you to do so, I would appreciate it if 
you could begin your service by attending the hearings tomorrow in room 6202, 
starting at 9:30 a.m. The hearings will continue on Tuesday and Thursday of 
succeeding weeks until concluded. 

With kind regards, Iam 

Sincerely yours, 
OLIn D. JOHNSTON. 


(Nore.—An identical letter was addressed to Senator Jordan.) 
Senator Neusercrr. Mr. Doherty, we are pleased to have you here. 


Will you designate the gentlemen accompanying you so the record 
may have that, please. 


STATEMENT OF WILLIAM C. DOHERTY, PRESIDENT, NATIONAL 
ASSOCIATION LETTER CARRIERS, ACCOMPANIED BY JEROME J. 
KEATING, VICE PRESIDENT; REUBEN B. KREMERS, ASSISTANT 
SECRETARY-TREASURER ; JAMES P. DEELEY, DIRECTOR, HEALTH 
DEPARTMENT; PETER J. CAHILL, SECRETARY-TREASURER; AND 
GEORGE A. BANG, DIRECTOR, LIFE INSURANCE 


Mr. Douerty. My name is William C. Doherty. I am president 
of the National Association of Letter Carriers, AFL-CIO. On my 
left, I am accompanied by Mr. Jerome J. Keating, vice president of 
the National Association of Letter Carriers, and on his left, Mr. 
Reuben B. Kremers, assistant secretary-treasurer, and my right, Mr. 
James P. Deely, the director of our health insurance program, all 
former letter carriers and officers of our organization. 
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We also have in the room this morning, the other principal officers 
of our organization, including the secretary-treasurer, Mr. Peter J. 
Cahill, and Mr. George A. Bang, the director of our life insurance 
program. 

Our current membership is approximately 115,000, located through- 
out the 50 States of the Union and in Puerto Rico. On the basis of 
surveys conducted in connection with health insurance coverage 
among our members, we found that the average number of persons 
covered per policy would be 3.5. Therefore, in terms of members and 
their dependents, our interest in the legislation before you is in behalf 
of about 395,000 persons. 

My colleagues here with me this morning, together with our entire 
membership and their families, join in expressing deep appreciation 
to Senator Olin D. Johnston for his sponsorship of S. 94. All of tis 
are similarly grateful to you, Senator Neuberger, as chairman of this 
Insurance Subcommittee, and to your colleagues, Senators Yarbor- 
ough and Morton, for scheduling and holding these hearings on S. 94. 
Of course, Senators Carlson and Jordan should be added to my state- 
ment since they have been added to your subcommittee. 

As spokesman for our organization, I should like to endorse S. 94. 
Not only are we pleased to testify favorably in a of the bill, we 
also want to express the fervent hope that it will be reported and ap- 
proved by the 86th Congress at an early date. The enactment of 
legislation to provide health insurance for Federal workers will, in 
my opinion, rate as one of the greatest achievements of our generation 
in the field of socially desirable legislation. One would have to go 
back to 1916 and 1920, when Congress approved the Federal Em- 
ployees’ Compensation Act and Civil Service Retirement Act, respec- 
tively, to find legislation comparable to S. 94 in its social impact. 

During the economic depression of the early thirties, millions of 
Americans found it impossible to assume the cost of even minimum 
hospital and medical care. Hospital beds were empty. Doctors were 
not being paid for their professional services. The pattern of health 
for the American family was going down and down. In that gloomy 
atmosphere, prepaid hospitalization was born. 

In the last quarter of a century, health insurance has grown in 
scope and depth. With each passing year it makes remarkable strides 
forward. Today it is estimated that 74 percent of the population un- 
der age 65 have some form of health insurance, as compared to 30 
percent of the population in 1947. Approximately 60 percent of all 
senior citizens have some type of coverage. Whether the coverage 
in both instances is adequate is another question. 

One of the most important advances in health insurance is the in- 
crease in types of coverage available. From the beginning, provi- 
sion was made for a portion of hospital room and board charges. 
Part payment for maternity confinement, obstetrical and other surgi- 
cal procedures was also generally included. 

In recent years, more and more plans provide for doctors’ fees, 
either for home visits or on an out-patient basis. Greater attention 
is also being given to the cost of infrequent but costly catastrophic 
illness. Equally important, the trend is to underwrite the cost of 
— insurance on a contributory basis shared by the employer and 
worker. 
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Right now more than 89 million American workers and dependents 
receive some form of health insurance from the workers’ jobs. This 
means that more than one-half of the total population is covered 
under this unique demonstration of labor-management cooperation. 
I will develop this particular statistic later in my statement. 

Hand in hand with the progress made in this relatively new and 
dynamic social concept of providing protection against the cost of 
illness, every day we are literally witnessing new breakthroughs on 
the scientific front. Physicians, scientists, and other professional 
research workers are developing new drugs, improved diagnostic tech- 
niques, advanced operational procedures, all combining to contain 
and conquer diseases that have plagued mankind for centuries. _ 

Yesterday, X-rays were used chiefly to detect fractures. Today its 
use is part of practically every physical examination. Not too many 

ears ago, the oxygen tent was a portent of impending diseaser. Now 
it is a routine procedure in the treatment of respiratory and cardiac 
conditions. Blood transfusions, once used only to keep patients alive, 
are now a regular part of most preventive medicine. We have mira- 
cle drugs such as the antibiotics; diagnosis equipment costing $50,000 
to $100,000 is not common. 

All this is wonderful, indeed. But as always there is the piper to 


ay. 

The cost of medical care, including hospitalization and posthospital 
treatment, has outstripped the increases in most other goods and serv- 
ices. We all know that the cost of living has gone up over the years. 
Perhaps increases in medical care costs merely reflect the general eco- 
nomic climate of our times. Maybe it is a combination of that and 
what the AMA warned was a tendency to “overprescribe, overutilize, 
and overcharge” simply because the patient had some form of insur- 
ance protection. Whatever the reason, the index indicates 100 per- 
cent increase. 

However, the cost of living index measures only the change in the 
price of certain items. It is not designated to indicate changes or 
improvements in established medical techniques; nor does it properly 
weigh the use of new procedures. In my opinion, the real increase in 
the cost of medical care is closer to 400 or 500 percent than 100 
percent. 

The present high cost of illness, particularly those illnesses for 
which the family does not have insurance or sufficient coverage, is 
resulting in almost insurmountable debts in thousands of homes. To 
provide even a modicum of relief to these people is one of the great 
challenges facing our Nation. That and the urgent need to accelerate 
our medical research efforts should attract vigorous action and sup- 
port of everyone in and out of Government. 

Certainly, the passage of S. 94 will be a tremendous help to Federal 
employees in obtaining the quantity and quality of medical care they 
should have. Moreover, it will pay dividends to Government in re- 
duced absenteeism, increased efficiency, and greater production. No 
man can perform at his maximum peak unless he is physically sound 
himself and not mentally depressed because of medical bills he cannot 
meet. 

As indicated earlier, S. 94 is not an entirely new concept in health 
insurance. Its approval will not mark the breaking of previously 
untrod ground. The idea is well established in private industry; our 
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own Government recognizes its responsibility as an employer by pro- 
viding treatment of on-the-job illness, preemployment and other ex- 
aminations and preventive programs eae to health. Our neigh- 
bor to the north, the Canadian Government, is well along toward 
establishment of a program similar to S. 94 for its own public 
servants. 

The following data are taken from the Social Security Bulletin fo 
March 1959: 

One, on December 31, 1957, 37.1 million employees were covered 
for hospitalization benefits in some type of employee benefit plan. 
Of the total, 18.4 million were covered by commercial insurance com- 
panies, another 16.5 million under Blue Cross, and the remaining 2.2 
million in employee plans or prepaid medical programs. 

Two, 35.1 million had surgical coverage. There were 19 million in 
commercial plans, 13.6 million in Blue Cross and Blue Shield, and 
2.5 million in employee-sponsored or prepaid programs. 

Three, 24.9 million had regular aa benefits. Of these, 11.3 
million were in commercial companies, 11.1 million in Blue Cross and 
Blue Shield plans, and 2.5 million in employee-sponsored or prepaid 
programs. 

Four, major medical coverage was reported for 5.1 million employ- 
ees, although this is the newest type of coverage. 

As previously indicated, approximately 89 million workers and 
dependents are currently covered under some form of health insurance 
from the workers’ jobs. This in itself is ample evidence that the 
health of employees is an important consideration to employers. [If it 
is a desirable personnel practice for profit-inspired employers, certain- 
ly it should commend itself to the Federal Government. 

As a matter of fact, Congress recognized a responsibility in this 
area as long ago as 1946. In July of that year, Congress passed the 
Railroad Unemployment Act. It provided for temporary disability 
benefits arising out of nonoccupational diseases. As of 1958, the con- 
tribution rate of the railroads to the plan was 2.5 percent of payroll. 
The employees make no financial contribution. 

By 1958, four States had recognized the importance, indeed, the 
validity of requiring protection for disability arising out of non- 
occupational ailments. The first such statute was enacted by Rhode 
Island in 1942. California adopted a similar program in May 1946. 
New Jersey followed in June 1948. On April 1—2 weeks ago—a 
similar program became operative in New York. 

The first two States to adopt this program provided for employee 
contributions only; the last two have placed the greater share of the 
cost on the employer. This of course matches the growing trend 
found in private industry. 

Under the New Jersey plan, the employee pays 0.5 percent of the 
first $3,000 of annual earnings. The employer pays between 0.75 per- 
cent and 1 percent depending upon the firm’s experience rating. May 
I invite attention to the exact parallel between this and the provisions 
of S. 94 in that in many instances the employer contributes two-thirds 
and the employee one-third of the cost. 

If the workers are covered by a plan equal to, or better than the 
State program, the employer is not required to pay the State contribu- 
tion. A most interesting feature of the program is that even where 
workers are covered by private plans, the maximum amount they can 
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be assessed is 0.5 percent of the first $3,000 of annual earnings. Em- 
ployers must pay any remaining costs. This is evidence of the fact 
that in the better programs the employers pay more than two-thirds of 
the cost. 

To a great extent, the New York program is similar to the New 
Jersey plan. In New York the employees pay 0.5 percent of the first 
$60 weekly wages, not to exceed 30 cents per week. Employers pay 
any remaining cost. Private plans existing at the time the New York 
program was established — continue during the life of the con- 
tract; they may also be extended by collective bargaining agreements. 
Needless to say, such plans will no doubt be more liberal than the 
State program. 

We are indebted to the American Federation of State, County, and 
Municipal Employees, AFL-CIO, for the information that a mini- 
mum of 16 States have some form of insurance program for public em- 
ployees. In addition, there is a known record of 234 cities, 55 county 
jurisdictions, and innumerable towns with some kind of health in- 
surance program for which the employer pays whole or part of the 
premium. May I emphasize that these are minimum figures, in that 
they represent only those localities reporting on this type of infor- 
mation. 

Now, what about private industry? How many workers are cov- 
ered. Who pays for these programs? 

Earlier in my statement, I testified that 37.1 million American work- 
ers were protected under one form or another, as of December 31, 1957. 
Including the dependents of those 37.1 million workers, the total 
number of individuals covered is estimated at 89 million. These 
figures undoubtedly have increased substantially during the 16 months 
since December 1957. I say that because it would be most difficult to 
locate a collective bargaining agreement negotiated during that pe- 
riod not providing for hospitalization benefits. It is also a fact that 
many private companies during the same 16 months have extended 
health benefits without the formality of a negotiated contract. 

In all of our research on this subject, it was noted that more and 
more industrial employers are paying the total cost of these programs. 

A study completed in November 1957 by the Department of Labor 
produced some interesting data on health and insurance plans estab- 
lished under collective bargaining procedures through 1955. 

One, the study included 300 plans covering 4,981,000 employees. 

Two, of the total 300 plans— 

(a) Two hundred and seventy-eight provided benefits for both 
workers and dependents. 

(6) One hundred and seventy-five plans were cash or indem- 
nity plans, providing for 1,966,000 workers. 

to) One hundred and three were service plans providing for 
2,313,000 workers. 

(d) One hundred and forty-five plans provided medical bene- 
fits for employee and employer alike. 

The same study developed the following cost figures: 

One, 162 plans providing benefits for employees were financed en- 
tirely by the employer. 

Two, 138 plans were financed by joint contributions. 

Three, 120 plans providing benefits for the workers’ dependents 
were underwritten entirely by the employer. 
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This study points up two significant trends: 

One, the employer is more and more assuming the major portion 
of costs of health insurance programs. 

Two, dependents are more and more being included in coverage. 

We submit that the principal motivating factor behind these trends 
is the acknowledgment and acceptance by enlightened private em- 
ployers that it does no good to have an employee physically present 
but mentally absent from his job because he is worried about medical 
bills. On that premise, it is difficult for us to conceive of Govern- 
ment not being equally anxious to have a similar climate for its 
personnel. 

By comparing the contributory features of S. 94 with plans estab- 
lished in private industry, we have attempted to point up the sound- 
ness of the bill. 

Senator Johnston’s bill is sound legislation for yet another reason. 
It isa flexible bill. 

Medical insurance is available today in a wide variety of plans. 
Admittedly, a completely prepaid plan is the most socially desirable 
objective. In the absence of that immediate probability, it seems to 
us that the next most important goal is to satisfy the needs of the 
greatest number, consistent with the uniqueness of Federal employ- 
ment. The Government not only involves great numbers of per- 
sonel, but finds its employees scattered all over the Nation, if not the 
world. 

Many plans presently in operation have been established to accom- 
modate local situations and needs. Others are circumscribed by eco- 
nomic limitations. In some localities, facilities and programs are 
available for completely prepaid medical and hospital care; in other 
areas it would be extremely difficult to find a hospital bed. In our 
metropolitan centers one generally finds the great medical facilities 
of our Nation. Outside the areas of great concentrations of our 
population, many Americans are required to travel miles to locate 
medical facilities they require. 

With these facts facing us, and mindful of the necessity of legislat- 
ing for possible conditions existing in 50 States and the Territories, 
is it not reasonable to insist on a flexible plan? Because the Johnston 
bill, S. 94, is a sound and flexible plan as introduced, it should com- 
mend itself to everyone genuinely interested in establishing the pro- 
gram under consideration. 

S. 94 wisely provides for all possible programs. There is a choice 
of indemnity, service, employee sponsored, and prepaid medical. 
Only under a broad program of this kind will every employee be 
assured of adequate protection. 

Undoubtedly, some witnesses will urge the committee to abandon 
the flexible features of S. 94. They probably will ask for approval 
of group selection rather than on an individual basis. Our organiza- 
tion is vigorously opposed to group selection. Moreover, we are con- 
fident that the overwhelming majority of employees are against group 
selection. 

Those who will favor group selection will attempt to argue that 
better selection for less money can thereby be provided. Experience 
does not support that argument. It certainly would not be true under 
the program before you. 
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For one thing, group selection has the built-in danger of monopoly. 
Monopoly has never been synonymous with lower costs. Only com- 
petition provides a true and sure road to lower costs. If specific 
proof is necessary to support our statement, one has only to look to 
the tremendous increases in premium costs of most group plans within 
the past 24 months. 

Another bad feature of group selection in a Government installa- 
tion is the possibility of domination by the agency head. Just a week 
ago we had a report from one of our local branches that the post- 
master turned over the workroom floor to a salesman who was solicit- 
ing membership in a commercial group hospitalization plan. In other 
words the employees were a captive audience. 

Either of these possibilities could lead not to lower premium rates 
but actually to higher costs. 

For these reasons, plus the fact that individual selection will permit 
the employee to retain his present insurance program, we appeal to 
this distinguished committee to retain the flexibility now incorporated 
in S. 94. 

Section 13(b) of S. 94 is a very important part of the legislation. 
It provides for the participation of retired employees in the pro- 
gram. The section reads as follows, and I quote: 

(b) The benefits provided pursuant to this section to retired employees shall 
be available under any plan to any employee who (1) is retired on an immedi- 
ate annuity under the Civil Service Retirement Act or other retirement system 
for Government employees, (2) has made contributions to an approved plan 
either (A) during the last year of creditable civilian service immediately pre- 
ceding his retirement, or (B) during the entire period of his creditable service 
after December 31, 1959, until his retirement, and (3) elects to enroll for such 
benefits, for himself or for himself and his dependents. 

Thus, it will be noted, not all retirees will be eligible to partici- 
pate under this provision. More unfortunately, those who have been 
retired the longest will not be covered under the program. The 
reason, of course, is that hospitalization coverage was not as prevalent 
years ago as it has been in more recent years. 

The inclusion of retirees under any program would contain an 
element of controversy. This stems from the fact that the incident 
of illness is greater among those of advanced age. Yet, to provide 
for the greatest possible number of senior citizens is a compelling 
challenge to our organization. To do so has a compassionate attrac- 
tion that should appeal to everyone interested in the human aspects 
of this legislation as opposed to mundane costs. 

We are reasonably certain that arguments will be made to change 
the language from “last year of his creditable service” to 2, 3,4 or more 
years. We sincerely hope this suggested change will be turned down. 
We ask the provisions currently in the bill be retained. Every year 
that is added to the coverage requirement will decrease the number 
of people eligible for protection under the bill. 

What we are asking for in this specific connection is in harmony 
with the general trend in medical coverage. As recently as last 
February, the Health Insurance Institute (New York) reported that 
“new developments in health insurance will rapidly accelerate the 
recent substantial growth in the number of older people who have pro- 
tection against medical care costs.” 
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The same report also stated that many large insurance companies 
now offer policies which are guaranteed renewable for life. This is 
in contrast to the situation of a relatively few years ago when most 
policies terminated at age 65. The Health Insurance Institute esti- 
mates that right now approximately 60 percent of all senior citizens 
who want coverage can have it; this figure will rise to 63 percent by 
1961; 75 percent in 1965 and 90 percent by 1970. 

While illness is no respecter of persons or social position, the 
tragedy of illness usually strikes with particular vicious force those 
who are advanced in years. This should command more than normal 
attention, simply because the number of senior citizens is growing 
each year. 

In 1940 there were 9.1 million people in America over age 65. By 
1952 the number had increased to 12 million. Today we have in the 
neighborhood of 17 or 18 million. The health problems of this seg- 
ment of our citizenry are a growing concern of specialists in the field 
of both geriatrics and gerontology. In short, it is a social problem of 
considerable and growing magnitude. 

In her “Criterion for Retirement” Geneva Mathiasen wrote, and I 
quote: 

The loss of medical insurance and the high cost of private medical services 
may lead many retired workers to do without the medical care they need. Yet 
it is among the aged, and especially among those of small incomes, that the most 
sickness and most disability occur. The National Health Survey demonstrated 
not only that the incidence of chronic disease is high among the aged, but also 
that poor health is likely to be present in those with fewest financial resources, 
since it found a direct relationship between the incidence of chronic disease and 
low economic status. It is obvious that one illness involving hospitalization of 
2 weeks or more, or extended nursing care, such as the elderly are likely to re- 
quire, could completely wipe out the meager savings or assets of many aged 
couples. 

Permit me to be very frank. I realize the problems involved in 
attempting to write legislation to provide for each and every con- 
ceivable possibility. I know too that certain types of legislation do 
not permit unlimited retroactive provisions. I am acutely aware of 
the fact that costs will be a major and decisive factor in the destiny 
of this legislation. Nevertheless, I do hope that in view of the great 
and many times desperate need of annuitants for medical coverage, 
the very best possible provisions will be retained for them in this bill. 
By that I mean it will provide no less generous coverage, no less 
equitable benefits and no less adequate protection to the retiree than to 
the active employee. 

In addition to basic benefits as provided in section 5 of the bill, it 
also provides under section 6 for group major medical expense 
insurance. 

Under this provision, the Civil Service Commission is authorized 
to purchase one major medical plan from one or more underwriters. 
The cost of this blanket policy is to be assumed 100 percent by the 
Government. 

Our organization submits that by limiting the plan to one insurance 
carrier or combined group of carriers, and covering all eligible em- 
ployees under such single plan, two important results will ensue: 

One, there will be a more favorable risk experience. 

Two, as a corollary of No. 1, a more reasonable rate will result. 

The proposed major medical plan will not become operative until 
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after all medical, hospital, and surgical expenses provided for in the 
basic plan have been met. In addition thereto, the employee must pay 
a certain defined portion of the initial cost of major medical coverage. 
In other words, there is a corridor between the basic and major cov- 
erage in which the employee must pay his way. 

The amount incumbent upon the employee in this corridor is deter- 
mined by his salary. For employees earning $6,000 per annum, or less, 
the amount is $100; for those earning less than $11,000, but more than 
00 the amount is $200; and those earning $11,000 or more must 

ay 00. 
. Once these stipulations have been met, the major medical plan will 
pay 75 percent of all medical, surgical and hospital expenses. 

Perhaps only those who have had to meet major medical care costs 
are in a position to tell the real financial hardship that can and often 
results from a catastrophic illness. Thank God, I am not in a position 
to testify on this point from firsthand knowledge. Nevertheless, I 
have before me a few actual cases to illustrate the urgent need for 
this type of coverage. For obvious reasons, there will be no reference 
to persons or other identification; however each case is authentic and 
a matter of record. 

One, here is a case of a letter carrier in his middle fifties. His 
illness was diagnosed as terminal cancer. His in-hospital expenses, 
including the fee of the surgeon, totaled $1,827.26. His insurance— 
the best he could afford provided reimbursement of $816.96. He 
died shortly after his confinement. His widow was left with a bill 
of $1,010.30. 

Two, here is a case of a 12-year-old daughter, who suffered from a 
congenital heart condition. A valvulotomy was performed. Total 
charges amounted to $1,821.85. Only $632.00 of that amount was 
insurable; the father had to pay the remaining $1,189.85. The child 
in all probability will require further hospitalization and other 
medical services. 

Three, here is a case of a letter carrier who suffered a ruptured 
esophagus. A thoractomy was performed. The total cost was 
33,341.15. Cost to the carrier, $2,601.15. 

Four, here is the case of the wife of a letter carrier. The lady 
suffered a subarachnoid hemorrhage due to an aneurism. The total 
cost of the illness was $3,846.15. The insurable portion was $1,310. 
The balance, $2,536.15, had to be assumed by the husband. In all 
likelihood, the patient will require further hospitalization and 
treatment. 

Five, here is a most tragic illustration. It concerns a 10-year-old 
child of a letter carrier. The little girl suffered burns over 56 per- 
cent of her body. The father spent $4,093.93 on hospital and nursing 
care; doctor bills were in addition to that sum. The father’s insur- 
ance paid $2,314.52; he paid $1,779.41, plus doctor bills. The heart- 
breaking fact is that the little girl died. 

Except for surgical fees in accordance with the standard schedule, 
none of the above illustrations include doctors’ fees. 

Most of the illustrations I have used would qualify for coverage 
under a major medical program. This fact alone prompts us to 
regard section 6 as a most essential part of S. 94. Chronic disease or 
catastrophic illness can saddle a man with a lifetime debt, especially 
those fn moderate wage brackets. Regardless of how prudent or say- 
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ing a man might be, he cannot cope with the cost of a prolonged ill- 
ness on the current average take-home pay in Government employ- 
ment. 

I should like to touch briefly on one or two general provisions of 
S.94. Each is worthy of comment, in my opinion. 

One, S. 94 does not provide for minimum hospital, surgical or 
medical benefits. Instead it provides a dollar maximum for Gov- 
ernment contributions. 

Two, management of the program is placed in the hands of the 
Civil Service Commission and an Advisory Council. 

Three, in our opinion, the Advisory Council is most important. 
It would consist of 15 members ; 9 of whom shall be representatives 
of bona fide Federal employee organizations, with the remaining 6 
members coming from the ranks of administrators of health plans. 
This is the balance wheel of the entire program. With a sound, 
flexible plan and an Advisory Council composed of members inti- 

mately connected with the participants under the plan on one hand, 
and actual administrators of health plans on the other, the result will 
be a practical, workable program. 

The charge will be made by opponents to S. 94 that its approval will 
further burden Government ‘expenditures for fringe benefits. The in- 
ference is that employees receive fringe benefits without cost, or at a 
rate considerably lower than paid by employees in private industry 
for comparable value. 

That isa myth! It was proved as much by the findings of the Cor- 
diner report, an administration project of less than 2 years ago. In 
its analysis of salaries and other Government expenditures paid di- 
rectly or indirectly in the form of fringe benefits to personnel of the 
Defense Department, the Cordiner committee reported, and I quote: 

The Federal Government has lost the advantage it once enjoyed in the area of 
fringe benefits. 

That finding applies with equal force to all agencies of Federal Gov- 
ernment, not merely the civilian force within the Defense Department. 

It was reported that total Federal Government expenditures for em- 
ployee benefits were estimated as equal to 21.5 percent of straight-time 
salaries—27.2 percent if retirement benefits are valued at normal cost 
plus interest on the unfunded liability. These estimates were de- 
scribed as “generally comparable” with similar expenditures for sala- 
ried employees in 356 companies in one survey of private industry, and 
for hourly paid workers in another 1,000 companies. 

But in the area of cost to the employee for his fringe benefits, the 
Cordiner report had this significant finding, and I quote: 

They [Federal employees] are required to contribute slightly more than 7.2 
percent of their pay for these benefits, whereas employees in the 356 companies 
are now paying an average of 4.5 percent, and in the 1,000 companies 3.6 percent. 
Comparable benefits cost us almost double. 

Now, Mr. Chairman and members of the committee, may I ask Mr. 
Keating to give his views and comments on the report of the Chairman 
of the Civil Service Commission. 

Senator Neusercer. Thank you, Mr. Doherty. We will be pleased 
to hear from Mr. Keating, and after Mr. Keating presents his state- 
ment, we will take a break for a few minutes, because we have been 
going now for nearly an hour and a half. 
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Mr. Keating, we will be glade to hear from you. 


‘STATEMENT OF JEROME J. KEATING, VICE PRESIDENT, NATIONAL 
ASSOCIATION OF LETTER CARRIERS 


Mr. Keatine. Thank you, Senator. 

Yesterday I listened to the testimony of the Chairman of the Civil 
Service Commission and his assistant, and I cannot close my statement 
without making some comment. We have five points of major dis- 
agreement with the Commission : 

First, the proposal to delay enactment of this legislation until next 
year was shocking and disappointing. The Commission, the insur- 
ance carriers, the Congress, and the employees have been studying a 
hospitalization program for more than 4 years. Each day’s delay 
means more and more financial suffering and perhaps may well mean 
that many Government employees are not receiving the medical and 
hospital care they need. 

We have not always found our Government so timid when it came 
to proposing enactment of insurance programs they favored. On 
May 19, 1954, the President of the United States sent a proposal for life 
insurance coverage on all Federal employees to Congress. On August 
17, 1954, a bill carrying this proposal was signed by the President. 
Haste apparently was possible in that case. 

Second, the health insurance program proposed by the Government 
is totally inadequate. It is a skeleton without meat. The Commission 
declared that the Government will pay one-third of the costs. Actually 
when the deductibles are taken into consideration, the Government 
contribution amounts to only one-fourth. The growing trend in in- 
dustry is for the company to pay as much as 100 percent. At this 
point, I refer you to a list of companies that pay the full costs and 
in many instances, pay the costs for retirees and dependents. 

I might point out, too, that recently, in the Province of Ontario, a 
compulsory plan was adopted, compulsory on all employers with 15 
or more employees. The premiums paid by the employer amount to 
one-third; one-third of the cost of the program will come from the 
tax revenue of the Dominion Government; and another third from the 
tax revenues of the Province of Ontario. 

The total projected cost of the program in 1959 was expected to be 
about $210 million. 

The Commission’s plan could not very well be called a Government- 
sponsored plan. It is an employee-sponsored plan with minute 
Government contributions. 

Three, the Government plan makes no provision for employee par- 
ticipation on an advisory board. The employees who are asked to pay 
in three-fourths of the cost of the plan have nothing to say about the 
plan. The minority stockholder runs the business through the agency 
of an absentee manager. 

Four, the proposed plan of the Commission is most dangerous in 
that it makes for monopoly control. Competition is completely elimi- 
nated. The employee who now has a good adequate program will be 
compelled to drop it to subscribe to the Commission’s inadequate pro- 
gram or if he continues in an adequate plan he will pay his own 
premiums. The underwriters who secure the business of the employees 
under the Commission’s plan could easily increase premiums. Under 





80 HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 


the umbrella of monopoly, it could very well develop that the Govern- 
ment contribution would mean nothing to the employee in the long 
run. The increased premium in this cozy situation could well exceed 
the Government contribution. Under the program presented to us, 
should the Commission’s plan become law, it is nobody’s business but 
the Civil Service Commission and the underwriters as to what hap- 
pens. Neither the Congress nor the employees will have anything to 
say. 
Five, finally we strongly object to the Commission program in that 
it completely shuts out the employees now on retirement, as well as all 
of those who will retire within the next 19 months. These are thie 
people who need hospitalization the most, but they are cruelly dropped 
completely from the program. 

I cannot close without rebutting some of the comments made by the 
representatives of the Civil Service Commission in their sectional 
analysis of S. 94. I was particularly surprised to read some of thie 
comments because on February 28, 1957, a group of leaders of em- 
ployee representatives met with the Commission, and, at that time, we 
discussed the major factors in S. 94, and I think it was thoroughly 
understood as to how the employee organizations felt on the subject. 
I think that the program at that time, which was later contained in 
S. 94, was quite clearly outlined. 

The basic plan of S. 94 is a good deal like the plan that New York 
has for its own employees in that is sets up a sort of skeleton program 
and the direction of the plan would be under the advisory board un- 
der the Commission. 

It has often been said that Government agencies submit a high esti- 
mate of cost when they oppose legislation and submit a low estimate 
of cost when they favor legislation. I think that the estimate of cost 
by the Commission is high in the case of S. 94. _The Commission esti- 
mated that the total cost of the bill would be $365 million. I want to 
emphasize that this is the total cost to both the Government and the 
employees and not the Government’s contribution. 

In their verbal statement the Commission representatives declared 
that the $365 million did not include major medical. Major medical, 
they stated, would cost an additional $44.05 million. This would 
make a total of $409.05 million. Again I want to point out that this 
is the total cost. However, I think that the Commission is extremely 
high in their estimate of major medical. Under the fine basic pro- 
gram provided for in S. 94, the cost of major medical, according to 
our figures, would be approximately $29 million. 

I think that the Commission was wrong in concluding that the 
premiums for insurance would in all cases reach the maximum. Ac- 
tually there are three levels of premium charges—the single rate, the 
rate of the employee with one dependent, and the rate for an employee 
with several dependents. Many of the premiums would be consider- 
ably less than the $7 allowed Sekai of the employee category de- 
scribed above. In addition thereto, I think it is a fallacy to assume 
that any hospital benefit or insurance carrier would alter his premium 
structure to provide a rate of exactly $7 for family benefits. It is our 
opinion that the total cost of S. 94 would be closer to $300 million than 
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to $400 million. The Government’s contribution proposed by the 
Commission would be $81 million, which is a pathetically small con- 
tribution to a program covering over 2 million employees. 

In that connection, after the testimony about Medicare, I think 
there is a good deal of difference in the generosity shown toward the 
Federal employees and dependents as compared to that shown toward 
the dependents of the military people where the Government spends 
$93 million per year. We do not object to that, we are happy to see 
them have that coverage, but we think civilan employees are entitled 
to more generous consideration. We think the Government should 
take a more liberal attitude toward its own employees and that the 
administration should take a more liberal attitude in this hospitaliza- 
tion proposal. 

I could spend considerable time in discussing comments made by the 
Commission on S. 94. I think that many of them are most inconse- 
quential. A few of the comments have merits and will justify slight 
changes in language. By and large, they are very minor and with 
little point; yet, some are completely without basis in either fact or 
logic. 

i an example of the latter, I would like to quote the comment found 
on page 9 which reads as follows: 

The definition of the term agency “head” anticipates its use in sections 
7, 8, 9, and 10(b) which respectively provide that notices of enrollment in 
and transfers between plans be given directly to an agency “head” and that the 
agency “head” pay contributions to the health benefits fund. Such direct 
notice and payment would be unnecessary and impracticable. It would suffice 
if notices were required to be given and payment required to be made by the 


“employing office.” 

It would appear that whoever wrote that comment was not too 
familiar with legislative language. For example, in Public Law 68, 
governing postal employees, we find the following language: 

In ranking positions the Postmaster General shall apply the principle of 
equal pay for substantially equal work and give effect to substantial differ- 
ences, ete. 

Obviously, the Postmaster General would not specifically perform 
that task any more than would the agency head described in S. 94. 

On page 24 of the comment, we find in one paragraph that the 
Commission objects to Blue Cross and Blue Shield being left out of 
S. 94 in the case of underwriting major medical insurance because 
of the fact that they are not technically classified as insurance com- 
panies. In the next paragraph, the Commission objects to the fact 
that the underwriters of major medical insurance are not required 
to be licensed in all of the 49 States. It is my understanding that the 
Blue Cross and Blue Shield organizations are not licensed in the 
49 States. So, if the second objection of the Commission is upheld, 
it would nullify the first objection. The major medical program in 
S. 94 would be underwritten by a company or a group of companies. 
Under the life insurance program, companies that underwrote the 
insurance were not required to be licensed in every State and many 
participating companies are not licensed in every State. The comment 
on this page seems to be begging the question rather than voicing 
a valid objection. 





82 HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 


Some of the objections raised by the Commission are valid ones 
and could very well be met by simple amendments to S. 94. In 
this category I certainly would include the comment found on page 
10 relative to the omission of certain employees from the plan. 
The National Association of Letter Carriers want a program that 
will include all Government workers. We want a program that is 
adequate, flexible and fair. We believe that we have such a program 

rovided for in S. 94. We believe it should be speedily enacted into 


aw. 
Now, I would like to ask that this chart be inserted. 
Senator Neusercer. Without objection, the chart will be inserted 
in full. Thank you, Mr. Keating, very much. 
(The chart is as follows :) 
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Senator Nevusercer. We will take a recess for a few minutes. We 
have been going from nearly 9:30 until after 11 o’clock. We will 
take up again in 5 or 10 minutes. 

Mr. Douerty. Are we excused ? 

Senator Neusercer. We would like to have you come back to the 
witness stand. Undoubtedly, Senator Morton and Senator Yar- 
borough will have some questions. When we resume, Mr. Doherty, 
we will want you and your.associates to be with us. 

(Whereupon, a short recess. was taken.) 

Senator Neupercer. The subcommittee will please come to order. 

Before we question the spokesman for the National Association of 
Letter Carriers, Senator Yarborough, whom we are very pleased to 
have with us this morning, has a brief statement to make. 

Senator Yarsorouen. Mr. Chairman, I want to commend the chair- 
man for the manner in which he has pushed these hearings forward. 
I regret that my duties yesterday as chairman of the Veterans Sub- 
committee hearing the post-GI veterans bill prevented my attendance, 
and this morning as a member of the Labor Committee we were in 
executive session considering the railroad retirement bill, which was 
voted out of that committee this morning. 

I am now, as a member of this committee, happy to report for 
duty and I regret I was kept away until this hour. 

Senator Reomnetn. We know there are many demands on your 
and Senator Morton’s time, and we are delighted to have you with us 
this morning. 

I think there undoubtedly will be questions of the witnesses who 
have just presented statements and of their associates who joined 
them. Senator Yarborough, would you like to start, or should I have 
Senator Morton start? 

Senator Yarsoroueu. I didn’t have the benefit, Mr. Chairman, of 
hearing those statements, so I will pass questioning at this time. 

Senator Neusercer. Senator Morton, do you have some questions? 

Senator Morton. I might make just this comment, in connection 
with what has just been said, that I realize we are all on many sub- 
committees, and I point out that the Republicans are spread a little 
thinner than the Democrats and sometimes I am the only one on many 
of these subcommittees, and demands on my time are heavy. 

Now, as to the testimony of Mr. Doherty, I notice that_you point 
out, Mr. Doherty, when you are speaking of the major medical prob- 
lem—and it is a serious one—you say : 

Our organization submits that by limiting the plan to one insurance carrier 
or combined group of carriers, and covering all eligible employees under such 
single plan, two important results will ensue: There will be a more favorable 
risk experience. As a corollary of number one, a more reasonable rate will 
result. 

Yet, Mr. Keating, I think, in commenting on the Civil Service Com- 
mission statement of yesterday, pointed out that there is danger of 
monopoly in the Civil Service proposals, and that monopoly can only 
lead to higher costs. 

I think I know your reasoning, but in order to clarify the record, 
along the thought that some might find those two statements incon- 
sistent, I wonder if you would care to comment on that. _ ; 

Mr. Donerty. It was not our intention to have an inconsistency in 
our prepared statements. However, it was necessary to burn the mid- 
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night oil last night and go over the Civil Service Commission’s recom- 
mendations, since we, too, did not have them until yesterday. For 


that reason, there may be something here that seemingly does not co- 
incide. What I say lass is accurate and correct, and I would like 
Mr. Keating, since the inconsistency appears in something he may 
have said, to make a reply. 

Mr. Keattna. I don’t actually believe there is any inconsistency. 
In comparing the two it is a good deal like comparing the purchase of 
groceries with the purchase of an airplane. One is a rather expensive 
thing, and, in major medical illnesses, the incidences of illness are 
much less than in the case of ordinary hospital care. Normal hos- 
pitalization is much less expensive. 

It is our experience, in talking with various underwriters, that if 
you have a distribution of 25,000 or 30,000 people, you can spread 
your costs of ordinary hospital care very well. But in the case of 
major medical, you have to have a much larger number of persons 
involved. The larger number of persons involved, in the case of these 
immense costs, the lower the premium can be, because of the great 
spread of the costs. 

The incidence of illness on the part of those who take ordinary hos- 
pitalization, and particularly if it involves medical care, is very 
great; the percentage of illnesses is very high but the costs are not 
exceedingly high. But the percentage of illnesses in the case of major 
medical is very low and the costs exceedingly high. So while it is 
desirable to have one firm handle major eadical. it is undesirable to 
have one firm handle basic hospitalization, because of the elimination 
of the competitive factor. 

Senator Morron. Thank you. That is all, Mr. Chairman. 

Senator Neusercer. Thank you. I would like to ask a few ques- 
tions, if I may. 

You gave us some sample medical plans which we have placed in 
the record at your request. I have not had an opportunity to analyze 
them in detail. Do you regard these as plans which take care of 
major medical adequately ? 

Mr. Douerry. For the most part, yes, Senator Neuberger. They 
are adequate in their construction. They have been arrived at 
through collective bargaining agreements, between management and 
labor; the legally constituted representatives of labor and employers 
have gotten together and come up with a program. 

This morning, it might interest you to know, I received in the mails 
a copy of the “Hourly Reilonien roup Insurance Plan of the Boeing 
Airplane Co.,” out in Seattle, Wash. It is one of the most marvelous 
plans I have had occasion to read, and I would like to leave the plan 
with the committee for their later perusal. It covers basic and 
catastrophic insurance, and without cost to the employee, I might add. 
The plan is completely funded by the Boeing Airplane Co., and that 
is the modern-day trend. 

Senator Neusercer. We will be glad to take a look at that, Mr. 
Doherty. 

The reason I ask this question is this: Along with other members 
of the subcommittee, I am just looking at some of these plans for.the 
first time, but I notice under hospitalization, for example, National 
Biscuit Co., 31 days; Brewers’ Board of Trade, New York, 21 days; 
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Forstmann Woolen Co., 20 days; Bigelow-Sanford Carpet Co., 31 
days, et cetera. 

Could that length of time in hospitalization be said to be sufficient 
to cover major medical ? 

Mr. Donerty. No. That is for basic coverage, Senator. However, 
the very top one is the American Sugar Refining Co., on this chart, 
and it pays 365 days. 

Senator Neusercer. That is correct, and others are longer. Minne- 
sota Mining and Manufacturing, 140 days; B. F. Goodrich, 120 days; 
Firestone Tire & Rubber, 31 days. 

The reason I have asked this is that these have been placed in the 
record at your request, and I just wondered if some of these plans 
with lesser duration of hospitalization can be regarded by your organi- 
zation as sufficient to cover major medical illness. 

Mr. Douerry. No, it is not. We think that in the basic coverage, 
it is necessary to take care of the people who are in hospitals for 
limited stays. 

Our average, under our own plan, which is self-insurance, Senator, 
is 5 days’ hospitalization. Wesay there is a corridor between the basic 
coverage and the major coverage in our prepared statement. 

Senator Neusercer. Let me ask you about this, Mr. Doherty. You 
have heard the Civil Service Commission’s suggestion and the Budget 
Bureau’s suggestion of one-third from the Government and two-thirds 
from the employee. Your own presentation stipulated that in view 
of various qualifications of this, you think it would be no more than 
one-fourth from the Government, if I remember correctly. 

Mr. Donerty. That is correct. 

Senator Neusercer. And the bill, S. 94, which you have endorsed, 
calls for two-thirds from the Government and one-third from the 
employee. 

Mr. Douerty. That is right, Senator. 

Senator Nevpercer. You were in the hearing room yesterday when 
I questioned Mr. Jones, Chairman of the Civil Service Commission, 
Mr. Lyons, Assistant Postmaster General, and others, about a division 
of 50-50, 50 percent from the Government and 50 percent from the 
employee. 

With some qualifications and certain reservations, they said they 
thought that would be fair. I am going to place the same question to 
you. How would youregard such a proportion ? 

Mr. Douerry. Well, the ideal, Mr. Chairman, would be to have the 
Government pay the whole cost. As this chart indicates, that we 
have inserted in the record, many of these enlightened firms in private 
industry are paying the whole cost. And of course anything over 
and above what the Civil Service Commission, the Budget Bureau, the 
Post Office Department and now this morning the Defense Department 
has recommended, would be most wholesome. We feel that a 50-50 
split would be more realistic than the one-third that the Civil Service 

ommission is offering. 

As a matter of fact, it sounded like Mr. Scrooge had arrived in 
April instead of December when we listened to all these witnesses 
yesterday. 

Right here in Washington, D.C., Mr. Chairman, there is a plan just 
adopted by the Amalgamated Association of Street, Electric, Rail- 
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way & Motor Coach Employees, Local Division 689, D. C. Transit 
Co., where the employee and the employer pay on a 50-50 basis. 

I think that is fair. In direct answer to your question a 50-50 
proposition would be far more acceptable than what the Civil Service 
Commission and the others recommended yesterday. 

Senator Nrusercer. Well, I certainly agree with you on that, as I 
think you can tell from the tenor of my questioning. I want to ask 
you also about the deductibility phase of this problem. I feel one of 
the major questions to be resolved by the subcommittee is the question 
of deductibility at the start of medical treatment. I have long felt 
that it is more important to the person who is covered to have a far 
higher ceiling at the opposite end of the line than it is at the beginning. 

In other words, if I myself were to be included in this program, I 
would prefer fairly substantial deductibility for comparatively trivial 
ailments, but far more generosity, if I or any dependent were to suffer 
a major illness involving prolonged treatment and very expensive 
treatment. 

What is the general position of the National Association of Letter 
Carriers with respect to deductibility and with respect to generosity 
for major medical ? 

Mr. Douerty. We believe in the generosity for major medical, and 
we are opposed to any form of deductibility. We appreciate and 
respect the opinion of the distinguished chairman of this subcommittee. 
However, it is a fact that our health and life insurance departments, 
within the National Association of Letter Carriers, have been in busi- 
ness since 1892 and 1950, respectively, and they have paid out more 
than $35 million in benefits, self-insurance, if you please, sir, and we 
have no deductibility in our present plans. 

How could we make a Government plan attractive to our individual 
member when it has deductibility? We have no deductibility; all 
we have is a 3-month waiting period in our plan. 

Senator Neusercer. Let me ask about this, however. What is the 
situation in your existing plans when a person or his dependent has a 
major illness that goes on for a number of years? Let’s say a severe 
coronary, or a lingering malignancy, or a paralysis due to stroke or 
— disease like polio. What is the situation with respect to 
that ? 

Mr. Douerty. May I have our director, who is handling our hospital 
plan, Mr. James B. Deely, answer that question ? 

Mr. Dery. I would be very happy to answer that. Under all of 
our plans, we provide for 70 days hospitalization. If the individual 
hospitalized has a lingering illness and he uses 70 days hospitalization, 
and if there is an interim period of 90 days, he gets a new bank roll of 
70 days. 

Senator Neupercer. Supposing there is no interval, as there often 
isnot in a major illness? 

Mr. Deety. Yes; but I don’t believe the Senator is referring to 
major medical, are you, or just coverage under the basic certificate? 

Senator Neusercer. I am referring to both. 

Mr. Deety. Under the basic certificate, we allow 70 days. If the 
individual is confined for 70 days and there is no interim waiting 
period of 90 days, that is all he is entitled to under the policy until 
such time as there is an interim waiting period of 90 days. Under 
major medical, we pay all of the expenses except the amount of $500, 
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under option 2, or the provisions provided by the basic certificate, 
whichever is greater. Seventy-five percent of the entire bill up to 
$5,000 for each individual member of the family for any one illness, 
not exceed $10,000 in the lifetime of the policy for any one indi- 
vidual. 

Senator Neusercer. Now this is what I have read with respect to 
many medical plans. I think it is a key to what our committee is 
going to do, our subcommittee is going to do. I have read that many 
plans are inadequate for genuine catastrophic illnesses, because they 
lack the deductibility at the beginning. 

In other words, they allow oak to commence drawing upon 
the fund immediately, people with psychosomatic ailments, with rela- 
tively minor respiratory complaints, and so on, and that often is done 
at the sacrifice of somebody who has this major medical catastrophe 
that can wipe them out. 

Now when the subcommittee sits down around the table, this is 
something we are going to have to decide. How generous are we going 
to be with major medical catastrophes and what are we going to do 
about deductibility. It is obvious we can not have it both ways; 
you can’t have your cake and eat it too. If we are going to let the 

erson who has had a beginning illness immediately draw on the fund, 
inevitably we are not going to be able to be as generous as we might 
like to be at the other end of the line. 


You yourself say after 70 days of hospitalization, the person is no 
longer drawing on the fund, unless there is a 90-day interval. Well, 
in major illnesses, such as tuberculosis or paralysis or malignancy, or 


a coronary or cardio-vascular complaint, often don’t lend themselves 
to a 90-day interval. The person could die in 90 days. 

Now I do want the considered opinion and the considered judgment 
of your organization on this, because it is obvious you have given it a 
great deal of study, you have a program of your own. 

It does seem to me that all the employee organizations, and espe- 
cially yours, which is one of the largest, if not I think the very largest 
one of Federal employees, should fully consider this. 

Do you want to apply some deductibility at the start and thereby 
have greater generosity for the comparatively small number of mem- 
bers who may have a major medical illness, whom we know have 
major medical illnesses. 

What is your general view on this whole situation ? 

Mr. Douerry. Our opinion is that we want the generosity on both 
ends. We understand that you are confronted with a gigantic prob- 
lem. It is not an easy task to tackle all these plans and programs 
being presented to you. In our plan we have a basic plan and a major 
medical coverage. In the basic plan, it is restricted to 70 days. But 
after that basic coverage, there is a major medical plan that pays as 
high as $10,000. And even beyond the $10,000 limitation there is the 
person who is completely wiped out, and all of his financial standing, 
his home probably taken away, because he can’t pay the hospital bills. 
Now-a-days it is just as important to the person who has basic cover- 
age that he gets complete coverage. Let me cite my own case. The 
other day one of my grandchildren, who is 2 years old, fell and split 
his chin, necessitating four stitches. That cost. $18, to put in those 
four stitches. We were amazed when we found that the doctor who 
was called, in a hurry, as the case was an emergency situation, charged 
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$18 bes put in four little stitches. It cost another $8 to remove the 
stitches. 

So coverage is necessary, on both ends. In this case the man is a 
workingman, he doesn’t make a large salary, and he can’t afford that 
$26, but he has to find it somewhere for those stitches. And the same 
applies to the family with medical costs from a major illness. 

I think there ought to be a happy medium somewhere where the 
catastrophic cases are taken care of and yet the plan should be liberal 
enough to take care of persons in the very beginning. 

I know that some of the illnesses and ailments are imaginary; we 
both know that. 

Senator Neusercer. And some of the most serious ones are imag- 
inary, often in the field of mental disease, where we have some of 
the greatest problems. We have seen a tragedy recently in Spring- 
field, Va., due to mental illness, where three children lost their lives, 
perhaps because the man wasn’t hospitalized soon enough or the 
symptoms detected soon enough. 

Again, I want to return to this problem, because I want to know 
this myself. I would like, with you, to have protection for every- 
thing from a hangnail to the most serious coronary or malignancy, 
right on to the ultimate end or cure of those things. But this is the 
thing: Are there actuarial studies to indicate what funds will be neces- 
sary for this very extensive coverage that you seek, of no deductibility 
and yet complete protection for major medical or catastrophic ill- 
nesses. We obviously have to set up a plan that is actuarially sound 
or we are not doing justice to the employee or to the Government. 

Mr. Donerty. May I say that in our organization we have had the 
services of one of the Nation’s top men in the field of hospitalization 
and surgical insurance as an actuary, Mr. John Haynes Miller, of 
Springfield, Mass. He could assist In preparing an actuarial study 
on the catastrophic phase of this recommendation. I will ask Mr. 
Miller to prepare the statistical data that you desire and submit it 
to your staff, if that is permissible. 

Senator Neusercer. It would be very useful, I assure you. 

(Mr. Doherty subsequently submitted the following memorandum :) 

Due to the shortage of time prior to going to publication, it was impossible 


to get a statement from Mr. Miller. Mr. Miller was called by telephone but 
was out of the city. A statement will be furnished directly to the committee 


staff. 

Mr. Douerry. If he is available, I might even bring Mr. Miller 
down here, if you desire, as evidence of cooperation on the part of the 
National Association of Letter Carriers. 

Senator Neusercer. This is the kind of information we are going 
to have to have. We are going to have to set up a plan that is ac- 
tuarially sound, to make it as comprehensive as possible and at the 
same time know there will be sufficient money in that fund to pay 
the promised benefits. No matter what we promise, the promises 
will not be valid unless they can be funded. 

Mr. Kerlin, do you have any questions? 

Mr. Keriin. Mr. Doherty, I wonder if you can clear up for the 
record where the person has both basic coverage and your major 


medical and his illness is of a type that would go into major, where 
the basic leaves off and the major takes over. 


Mr. Douerry. Mr. Deely will answer that. 
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Mr. Desty. In all of our policies, after the basic provisions have 
been set up and met and paid in a claim, we have two plans of major 
medical coverage. One of them is $100 deductible, before major 
medical takes over, and then there is another plan of major medi- 
cal we offer that the deductible is either $500 or the basic provisions 
of the plan, whichever is greater. That is when major medical takes 
over in both instances. After the basic plan benefits have been paid 
and there is more than $100 left for the individual to pay, we will 

ay 75 percent of that. In another instance, where we have option 
No. 2, either one of two things is the deductible factor: either $500 or 
the basic provisions of the certificate, if that is greater than $500. 
Then major medical takes over, pays 75 percent of the remaining bill 
up to $5,000 for each member of the family for any one illness. 

Mr. Donerty. Is therea waiting period ? 

Mr. Deety. No, it continues on. 

Mr. Donerty. Those who have major medical coverage in our plan 
carry it at an added premium, of course, because ours is a self-insur- 
ance; there is no waiting period; it continues right on until it reaches 
the $10,000 maximum. 

Mr. Kerirn. Without the use of names, of course, would it be pos- 
sible for you to prepare two examples, using each of your major medi- 
cal plans, and sat that for the record ? 

Mr. Douerry. That will be done, Mr. Chairman. 

(The following information, containing the explanation, was later 
submitted :) 


The effect of the deductible is shown by the following hospital cases: One 
of our members was in the hospital with a cyst for 6 days. His bill for 
hospital room and board was $66 and miscellaneous extras for $69.50. The 
entire amount of $135.50 was paid. The premium paid for this benefit 
was $8.90 per month. In another hospital case the hospital room and 
board was $208, the plan paid $195, the miscellaneous was $209.20 our plan 
paid $202.70 or a total of $397.70. In the first instance, under the Commission 
proposal the member would have had to pay $50, under our program he paid 
nothing. In the latter case, the member would have had to pay $83.44 under 
the Commission plan, under our program he paid $19.50 It is in this field 
rather than in major medical that our plan is superior. In the major medical 
field we have limited numbers over which to spread high costs, consequently the 
corridor is wide and the premium high. In the field of major medical, it is 
impossible for a group of 100,000 to compete with a group of 2,400,000. In the 
field of basic coverage however it is possible. 


Senator Neusercer. Did your statement, Mr. Doherty, list the 
premiums paid by your 

Mr. Douerry. No, it did not. In fact, we stayed away from our 
own plan deliberately. We have no objection whatsoever to insert- 
ing the basic or fundamentals of our plan in the record, if it pleases 
the Chair and the members of the committee. 

Senator Neupercer. I think that would be very helpful, if you 
could give us premiums paid and so forth, so we know what amount 
of payments sustains these benefits. 

Mr. Douerty. We will be happy to doso. 

(The document referred to is as follows:) 
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Hospital-surgical plans 1 through 4 and major medical 


Benefits Monthly premium rate for— 


Miscel- Member | Member 
Daily laneous | Surgical | Single and 1 and 2 
hospital | hospital | benefit ! | member | depend- | or more 
benefit ! | expenses! ent depend- 
ents 


Major medical: 2 
Option 1 (allows 75 percent of 
expenses in excess of those cov- 
ered by the certificate after 
deducting $100 of such excess 
reg ER EAE ESS 
Option 2 (allows 75 percent of all 
expenses over $500 or those cov- 
ered by the certificate which- 
ever deductible amount is 


Age 65 and over: 
Hospital-surgical plans: 
Plan 1 


an 4 
Major medical: 2 

Option 1 (allows 75 percent of 
expenses in excess of those cov- 
ered by the certificate after 
deducting $100 of such excess 
expenses) 

Option 2 (allows 75 percent of all 
expenses over $500 or those cov- 
ered by the certificate which- 
ever deductible amount is 
greater) 


1 Maternity benefits are allowed &s follows: 


Plans with daily room and board rate of— 


Hospitalization 
Obstetrical: 
By caesarean section 
Not involving caesarean section 


2 Major medical coverage is available at addition premium, 


39992—59——_7 
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Hospital-surgical plans A-1 and B-1 and maior medical 


Benefits Monthly premium rate for— 


Miscel- Member | Member 
Daily laneous | Surgical Single and 1 and 2 
hospital | hospital | benefit ! | member | depend- | or more 
benefit ! | expenses! ent depend- 

ent 


Hospital-surgical plans: 
Through age 59: 
$10 | $200 

8 | 160 


5 | 200 

EE 6 dh gebbatihuwdave ces 160 

Ages 70 and over: 

Plan A-1_ | 200 

Plan B-1_.-... 160 

Major medical: 2 
Through age 64: 

Option 1 (allows 75 percent of 
expenses in excess of those cov- 
ered by the certificate after 
deducting $100 of such excess 
lekipehees) |... 2_-...5. siete ‘ 

Option 2 (allows 75 percent of all 
expenses over $500 or those cov- 
ered by the certificate which- 
ever deductible amount is 


Ages 60 through 69: 


gg gy xf 














Age 65 and over: 

Option 1 (allows 75 percent of 
expenses in excess of those cov- 
ered by the certificate after 
deducting $100 of such excess 
expenses) 

Option 2 (allows 75 percent of all 
expenses over $500 or those cov- 
ered by the certificate which- 
ever deductible amount is 
greater) 





1 Maternity benefits are allowed as follows: 








$12 $15 





Hospitalization 

Obstetrical: 
re OI a 
Not involving caesarean section 


2 Major medical coverage is available at addition premium. 


Senator Neupercer. Senator Yarborough ? 

Senator YarsoroucH. I have a question, Mr. Chairman. This may 
have been covered yesterday or earlier today. If it has been covered, 
I don’t want to repeat it here; I will read it in the record. But if it 
has not been, I would like to have the opinion of the witnesses on it. 

In reading 8. 94, I note that this provides for the buying of insurance 
from some private insurance company. Wouldn’t that be more ex- 
pensive than if these deductions were put into a fund and paid directly, 
with the limitation set out, to a doctor or hospital? Are you not just 
increasing the cost of this medical care by buying private insurance, 
where you are insuring this many hundreds of thousands of people? 

Mr. Kearinc. You are absolutely right. The ideal plan would 
be to put it into a fund and the Government contract to make the 
payments. But that hasn’t been proposed. There has been a lot of 
opposition to it. Naturally there is opposition by the underwriters to 
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such a plan and part of the delay in securing legislation has been 
controversy in that field. 

Your suggestion of a strictly Government-operated plan financed 
by the Government, in my opinion, would save the Government money. 
But there you have the opposition of the AMA, and all people opposed 
to socialized medicine. But I think you are absolutely right, that is 
my personal opinion. 

‘Senator YarsorouGu. In this—I believe this is your statement, Mr. 
Keating, that has the detailed sample plans 

Mr. Keatine. Yes, sir. 

Senator YarsoroucH. What about the American Sugar Refining 
Co., National Biscuit Co., Swift & Co., Firestone Tire & Rubber. Do 
they buy an insurance policy from a private company ? 

Mr. Keatine. Most all buy insurance policies with a private com- 
pany. 

Senator YarsoroucH. They don’t set up a division of their own to 
run this thing ? 

Mr. Keating. A few companies do. 

Senator Neusercer. Do you know of any of these great companies 
that you have either listed or not listed, which have set up their 
own fund? 

Mr. Krarine. There are some that are privately insured, I under- 
stand, that pay their own. 

Senator YarsoroucH. Don’t some just incorporate their own in- 
surance company ? 

Mr. Douerry. I believe Kaiser Industries is one example where 
they incorporated their own. In fact, our plan isour own. We have 
no outside underwriters. Most of them do have outside underwriters. 
And I submit, Senator Yarborough, since our Government is big 
enough and capable enough to operate our own retirement plan and 
have been doing so since 1920 and since we have the same capabilities 
in the case of our compensation bureau, it would not be a bad idea for 
the committee to study the feasibility of the Government operating 
itsown plan. I think you would save untold thousands and ultimately 
millions of dollars. 

Senator Yarsoroucnu. I would ask this question then for informa- 
tion. The Government does not insure its buildings, with fire insur- 
ance companies, does it ? 

Mr. Keatine. No. 

Senator Yarsoroucu. Isn’t it cheaper to pay the fire losses than 
to pay the premiums when you are dealing with such a vast enterprise? 

Mr. Keatine. That is right. 

Senator Yarsorouanu. It seems you are adding to the cost of the 
medical care by going and paying enough premiums to pay a profit. 

Mr. Douerry. And more recently you took over the obligation of 
bonding the employees, those that have to be bonded at the expense 
of the Government. 

Senator Yarsoroucu. Having missed the earlier sessions, I wanted 
to clarify this. Thank you. 

Senator Neupercer. I think those are very valid questions, Senator 
Yarborough. 

I would like to ask you another question, Mr. Doherty. You told 
us something about the plans presently in effect, by which your 
employees themselves have a medical protection program. If you 
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had your choice between your existing program for the National 
Association of Letter Carriers, or the proposals presented to us yester- 
day by the Civil Service Commission, and those were the only 
alternatives, what would you recommend to your membership? — 

Mr. Douertry. We would keep our own plan of self-insurance, be- 
cause we think our individual member will be ahead of the game in 
the long run. The plan suggested by the Civil Service Commission 
yesterday, wherein the employee pays two-thirds of the cost and the 
Government one-third was, well, very niggardly in our estimation. 
It should be much higher than one-third the cost paid for by the 
Government of the United States. 

Senator Neusercer. If the division were 50-50, what recommenda- 
tion would you make to your members? 

Mr. Douerry. It would be most wholesome. Our members, I am 
certain, would be very happy with that kind of arrangement. 

Senator Neupercer. Thank you very much. 

Mr. Keatine. Mr. Chairman, before you leave that question, I 
think we ought to point out that the Commission plan makes pro- 
vision for bona fide Government employee-operated plans. The only 
alternative you have in the Commission _— is either to take the 
uniform plan, or you could get insurance from a bona fide employer 


plan or from a plan such as HIP, or some of the groups that furnish 
complete medical care. You do have that option. In that event, of 
course, under the Commission plan they would pay one-third of the 
premium. 

Senator Neurercer. Thank you, Mr. Keating. I am glad you 


amplified that. Senator Yarborough, do you have any further 
questions? 

Senator Yarsoroucn. Yes. I have a further question along this 
line of questioning we were engaged in a moment ago. I believe 
someone said that this bill was drawn to provide for purchase of 
insurance in some company to avoid the objections of the AMA. 
Why would the AMA prefer to see part of this money paid in pre- 
miums to an insurance company rather than see it all paid for doctor 
bills, hospital bills, and medical care? 

Mr. Keatina. It is a little more than the AMA. It is the insur- 
ance companies, who are very much interested in this program, and 
it is a highly competitive field. I think if you read the book “The 
Doctor Business,” it illustrates some of the difficulties in that par- 
ticular field. Medical people are frightened to death of socialized 
medicine and anything that moves in that direction is generally op- 
posed by the people in that particular field. 

So, for that reason, and with the hope of getting legislation that 
could be enacted, the proposal was presented in the way it has been 
presented. 

Senator Yarsoroven. Thank you. I have no further questions. 

Senator Neusercer. We certainly are pleased to have had this very 
thorough presentation of your views, and Mr. Doherty, we are grateful 
to you and Mr. Keating and your other associates for being with us. 
If you have an other material, such as that which we have requested, 
we would appreciate it if you would provide it for the committee 
staff at your earliest convenience. 
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Mr. Douerty. Thank you, Mr. Chairman. You will have our full- 
hearted cooperation. We appreciate the opportunity of appearing 
here this morning. 

Senator Neusercer. Thank you very much. 

Our next witness is Mr. William J. Harrington, president, U.S. 

Customs Inspectors Association. Mr. Harrington is accompanied by 
Mr. John J. Murphy, former president of the association. 

I think all of us have a great appreciation of the long hours of 
customs inspectors and their importance to the operation of our over- 
sea commerce. We will be very glad to have their views on this 
important question to all Federal employees. 


STATEMENT OF WILLIAM J. HARRINGTON, PRESIDENT, US. 
CUSTOMS INSPECTORS’ ASSOCIATION, ACCOMPANIED BY JOHN J. 
MURPHY, FORMER PRESIDENT 


Mr. Harrineton. My name is William J. Harrington, and I am 
president of the U.S. Customs Inspectors Association in the Port of 
New York. 

My organization was organized in 1893 and is one of the oldest 
employee associations in continuous existence. We are an independent 
association, not affiliated with any union or group whatever. We do 
however enjoy cordial relations with all employee organizations. 

The members of my association are all members of the customs in- 
spectional personnel in the port of New York, from the trainee inspec- 
tor to the deputy collector. Our primary duties as customs officers 
are the proper assessment and collection of all duties, taxes, and fees 
due on imported merchandise, the enforcement of customs and related 
laws including the prevention of smuggling and frauds on the customs 
revenue, and the administration of certain navigation laws and 
treaties. 

The customs inspector, as the guardian of our sea and land borders, 
inspets and examines all persons, animals, merchandise, vessels, planes, 
trains, automobiles, and other vehicles to establish their tariff status 
and their admissibility into the United States. The customs service 
is an old and proud service of our U.S. Government, having been es- 
tablished as one of the first agencies when this country was founded as 
an independent Nation. 

The chairman of this subcommittee, Senator Richard L. Neuberger, 
in announcing the schedule of hearings on this bill, S. 94, stated : 

I am in full sympathy with the objectives of this measure, and am confident 
that it will be of great interest to all Federal employees. The health of the 
Nation deserves our best attention at all times and certainly the Federal Gov- 
ernment should not lag behind private employers in providing health benefits to 
its employees. 

I would like to assure the Senators of this committee that this meas- 
ure is of great interest to the members of the association which I rep- 
resent. We fully agree with the honorable Senator from Oregon that 
the Federal Government should not lag behind private employers in 
Ts health benefits to its employees. Figures recently released 

y the Bureau of Labor Statistics showed the steady progress being 


made in this fringe benefit by workers in seer ee 
For the year 1957-58, 80 percent of officeworkers and 86 percent of 
plant workers were covered by hospitalization. Surgical insurance 
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covered 79 percent of office staffs; of plant workers, 84 percent were 
covered. Medical insurance covered 58 percent of officeworkers and 
60 percent of plant workers. There are more than 89 mililon Ameri- 
can workers and dependents receiving some form of health insurance 
through the worker’s job. Unfortunately, none of these statistics in- 
clude Federal employees. Uncle Sam is the largest single employer in 
the Nation. 

Many Members of Congress are vitally interested in this type legisla- 
tion. This is evidenced by the fact that more measures have been 
introduced on this subject in the 86th Congress than in any previous 
session. 

We believe that there is a genuine sympathetic attitude in the exec- 
utive branch toward some type of Government-sponsored health in- 
surance coverage. It has been voiced in several high places that if a 
reasonable bill did pass Congress, it would not be rejected outright. 
Reasonableness, it must be assumed, can be taken to mean a proposal 
that is not prohibitive costwise. We sincerely hope that opposition to 
this type of legislation will not be encountered from those concerned 
with dollar values more than human values. 

As the representative of my association of Government employees, 
I am in Washington today to support S. 94, the bill introduced by 
Senator Olin D. Johnston, which is being considered by this committee. 
This bill, as written, is an excellent piece of legislation. It does not 
contain any objectional features which appeared in previous health 
bills. It is adequate as to basic and major coverages. We earnestly 
petition you gentlemen not only to give the Government employees a 
a bill, but also a health bill which we can consider a good health 

ill. 

It has been publicized that private insurance companies, such as 
Blue Cross, Blue Shield, and other cash-indemnity type of insurance 
companies, are strongly backing this bill. We suggest that the bill be 
clarified in order that these companies be allowed to participate in this 
program. These companies realize the tremendous number of addi- 
tional policyholders which they will be able to enroll. In addition, 
the Government, through payroll deductions will be acting as a collec- 
tion agency for the various companies, thus cutting down on many 
administrative expenses of these companies. It is highly possible that 
these companies will extend themselves to the limit in order to provide 
additional fringe benefits at no additional cost to the employees or the 
Government, in order that this legislation may be enacted into law. 
These companies, in addition, will not have to conduct an advertising 
or publicity campaign because the Government is giving them many 
millions of dollars of free publicity by virtue of these hearings today 
and on previous health bills. Once the Government purchases policies 
for its employees, it should set a precedent which the few remaining 
outside private concerns will follow and all American workmen and 
their dependents will be adequately protected as regards health insur- 
ance. 

Concerning costs to the employee and the Government, it is our 
belief that if any concession is contemplated on this subject, that the 
employee be required to pay no more than 50 percent. 

Concerning coverages for the employee, the Civil Service Commis- 
sion and the Advisory Council, before they enter into any agreements 
with insurance companies to provide insurance coverage will make 
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uite certain that the greatest amount of coverage at the least cost 
will be provided under the terms of any contracts or policies purchased. 
It stands to reason that insurance companies doing business with a 
group of 2 million Federal employees are going to bend over backwards 
to offer the best of terms and coverages. 

As an association we ask that section 4 which provides that no em- 
ployee or group of employees shall be excluded solely on the basis of 
the hazardous nature of employment be left intact. This section ap- 
plies to customs personnel who are the customs enforcement officers 
and customs agents. We hope that someday the customs inspector will 
have preferential retirement, as the above, under the 20-50 feature of 
the Retirement Act. 

We ask that section 13 be not deleted or changed, inasmuch as it 

rovides coverage for retired employees, and that section 17 be an 
integral part of this program, inasmuch as it provides that a Federal 
Employees Health Benefit Advisory Council be established which 
shall be composed of 15 persons, 1 of whom shall serve as chairman. 
At least nine of the members will be representatives of bona fide Fed- 
eral employee associations. 

It is our belief that this Advisory Council will play an important 
role in advising the Civil Service Commission on all the benefits pro- 
vided under all sections of S. 94. 

This association strongly recommends that the Government be self- 
insured on the medical program of this legislation. We don’t believe 
that any private insurance company exists who could handle ade- 
quately this part of the program. It is suggested that the Government 
handle this part of the health plan for at least 5 years. 

In closing, we ask that this committee act favorably on S. 94 inas- 
much as this bill as written contains many desirable features, and if 
enacted into law will be a most welcome piece of legislation. 

We have not commented on all the sections of S. 94 and may wish 
the opportunity of submitting a written statement at a later date 
before these hearings are completed in the Senate. 

I would like to thank you gentlemen for listening to me and for the 
opportunity of giving this verbal statement on this very important 
legislation. 

Senator Neupercer. Thank you very much, Mr. Harrington. Are 
there any questions ? 

(No response.) 

We think you have made a very interesting suggestion about the 
separation of the catastrophic illness phase from the more routine 
hazards which affect Government employees and others, healthwise, 
and I am sure the committee will give it consideration. 

We want to thank you very much for being here today and giving 
us the benefit of your views. 

Mr. Harrineton. Thank you very much. 

Senator Neusercer. I want to make an announcement as to the 
schedule of these hearings. 

Next Tuesday, commencing at 9:30 in the morning, we will hear 
witnesses from out of town. Therefore, those who were scheduled 
but were not heard today because of other witnesses taking up our 
available time, will be scheduled for next Thursday starting at 9:30. 

I want to make this suggestion to those who contemplate appearing 
before us as witnesses. Up to now I haven’t placed a time limitation 
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on anyone, because I dislike having to do so. However, I would like 
to suggest that those who more or less represent the same point of 
view, try to coordinate their statements so that we don’t have a lot 
of repetition. I am going to suggest, from now on, that people with 
prepared statements present them for the hearing record and they 
will appear in the record in full, and then highlight those portions 
which you think should be emphasized in presenting your viewpoint 
on this very important legislation. Because of the press of time on 
the members of the subcommittee and myself, we are necessarily going 
to have to do that. 

I want to repeat that next Tuesday, starting at 9:30 we will hear 
witnesses from out of town. Next Thursday, likewise at 9:30, we 
a start with those witnesses who were scheduled but were not heard 
today. 

I would like to read the four names of the witnesses who were 
scheduled but not heard today. Paul Nagle, president, National Post- 
al Transport Association; John A. McCart, legislative representative, 
American Federation of Government Employees; George D. Riley, 
legislative representative, AFL-CIO; W. H. Ryan, president, Inter- 
national Association of Machinists. 

I want to say to all of you I am very regretful that you were sched- 
uled, but we were unable to hear you today. I am sure you are cog- 
nizant of the fact that our time of 214 hours was spent in gathering 
information which is vital and essential to this important legislation. 

Thank you so much for being here. We will adjourn at this time 
until next Tuesday. 

(Whereupon, at 12 noon the subcommittee recessed, to reconvene 
at 9:30 a.m., Tuesday, April 21, 1959, in room 6202, New Senate Office 
Building, Washington, D.C.) 
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TUESDAY, APRIL 21, 1959 
U.S. Senate, 


Post Orricr anpD Crvin Service CoMMITTEE, 
SUBCOMMITTEE ON INSURANCE, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 9:30 a.m., in 
room 6202, New Senate Office Building, Hon. Richard L. Neuberger 
(chairman of the subcommittee) presiding. 

President: Senators Neuberger, Yarborough, Jordan, and Morton. 

Also present: H. W. Brawley, executive director, J. Don Kerlin, 
assistant staff director, and Frank A. Paschal, minority professional 
staff member, Post Office and Civil Service Committee. 

Senator Morton (presiding). The subcommittee will be in order. 
The subcommittee has met to continue hearings on S. 94, and this is 
the Insurance Subcommittee of the Committee on Post Office and 
Civil Service. 

The first witness this morning will be Dr. Donald Stubbs, chair- 
man of the board of directors of Blue Shield medical care plans. 

Dr. Stubbs? 


STATEMENT OF DONALD STUBBS, M.D., CHAIRMAN OF THE BOARD 
OF DIRECTORS, BLUE SHIELD MEDICAL CARE PLAN, ACCOM- 
PANIED BY EDWARD WERNER 


Dr. Sruses. Thank you, Mr. Chairman. I am Dr. Donald Stubbs, 
a private practitioner of medicine in the District of Columbia. How- 
ever, I am appearing here today as the chairman of the board of 
directors of the National Association of Blue Shield medical care 
plans. 

During the 3 years since my appearance in the spring of 1956 before 
the House Committee on Post Office and Civil Service, to discuss this 
subject, Blue Shield has grown by the addition of more than 7 mil- 
lion subscribers making a total of nearly one-fourth of all the people 
- the country. Each of these is covered for more services than 

efore. 

One hundred twenty thousand doctors are participating physicians 
in Blue Shield. More significant than this growth, however, is our 
enhanced ability to give service rather than indemnity dollars and 
our increased stature as the fiscal arm of the medical profession which 
is so important as the keystone in the stability of the entire voluntary 
health insurance system in this country. Although we have retained 
the advantages of local, nonprofit control of our plans and deal at the 
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grass roots with individual patients and their doctors who sponsor 
our plans, we now are able through such mechanisms as our national 
accounts agreement to offer uniformity of benefits very widely. For 
these reasons we believe that our experience and ability to help do the 
job under study by this committee should be made fully available to 
you and this we gladly do. 

Blue Shield supports development of legislation in this field: At 
their annual conference last week Blue Shield medical care plans 
renewed their support of legislation which would lend assistance to the 
financing of health care benefits for Federal employees. 

The National Government is the largest employer which does not 
now provide some form of health benefits for its employees. This form 
of fringe benefit has become a condition of employment for a large seg- 
ment of the population and in this respect the Government has fallen 
behind the times in making provision for the better health care of its 
employees. Blue Shield plans—and Blue Cross plans—are presently 
serving hundreds of thousands of Federal employees by providing 
them with a prepayment mechanism which, lacking a Government 
contribution, is being paid for out of the employee’s own funds. We 
believe that these hundreds of thousands of Government employees 
who are now participating in Blue Shield programs give clear testi- 
mony to the need for all Government employees to enjoy similar pro- 
tection against the cost of ordinary or catastrophic illness expense. 

Blue Shield supports free choice of qualified carrier: We believe 
that all qualified carriers should have an opportunity to offer coverage 
to Federal employees; and that Federal employees should have a free 
choice, subject only to the enrollment requirement of the carrier, to 
select the plan of coverage which seems best to fit his needs. We recog- 
nize that an individual employee may wish to obtain health benefits 
through a national association of Federal employees of which the 
employee is a member; or through group practice prepayment plans; 
or from an insurance company on a cash indemnity basis; or, as so 
many already have done, through plans for health benefits which are 
provided, to the maximum extent practical, on a service basis. 

In the final analysis all health care is at the individual patient- 
doctor level. Blue Shield has been able to preserve this freedom of 
choice and yet simplify administration so that a single national con- 
tract can now control uniformity of benefits at the local level. 

Blue Shield recommends: Single source of benefits or a package plan. 
Regardless of which of these various plans is chosen by the Federal 
employee for the financing of his health care, we feel strongly that it 
is in the interest of the employee, the Government, and the insurer 
that the health care services which each employee procures be obtained 
through a central source. We oppose any legislation which would per- 
mit the employee to select the program of basic coverage from one 
source, and imposed upon him major medical insurance obtained 
through another source. 

We believe that a package of health care benefits consisting of a basic 
program and major medical benefits can be offered by any of the four 
sources from which the employee may choose his health care program. 

Furthermore, we believe that the establishment of a monopoly to 
aint major medical benefits through carriers which, in most cases, 

ave no relationship to or interest in the employee’s basic program 
is wasteful and serves no useful purpose. The complexities of claim 
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administration alone would make such a course impractical and un- 
wise. The position of Blue Shield with respect to proposed legislation 
to provide a monopoly in major medical insurance for a few insurance 
companies was established some time ago. 

In my testimony before the House Committee on Post Office and 
Civil Service in June 1956, with respect to H.R. 11630 and H.R. 11683, 
I pointed out that— 


In exchange for the hope that major medical insurance standing alone may do 
a good job, there is a real risk that the best in basic coverage which Govern- 
ment employees now have and the much better programs which we have every 
reason to believe they soon could have, would be lost to those groups. Indeed a 
program of this kind would actually tend to produce discrimination against the 
Federal employees in comparison with other members of the community in the 
acquisition of basic health protection. 

Blue Shield’s outstanding characteristic is physician participation 
leading to service benefits: A prepayment program for health care 
benefits for Federal employees should be readily acceptable to the 
medical profession and to hospitals. The understanding and inter- 
est of those who provide health services to Federal employees is an 
extra dividend in health care benefits which is available to those who 
are members of Blue Shield plans. 

Blue Shield plans are organized and operated for the purpose of 
providing individuals with a method by which they can budget and 
prepay medical-surgical expenses. Each plan is a nonprofit organiza- 
tion. With the exception of necessary administrative expenses, all 
of the amounts paid to the plans by their members is used to pay for 
medical services given to the members and to maintain a reasonable 
reserve. The participation of physicians in the organization and de- 
velopment of Blue Shield plans demonstrates their interest in helping 
the people obtain a prepayment mechanism for health care benefits, 
and they continue to have a corresponding interest and concern about 
the welfare of the people who are enrolled in Blue Shield. 

The objective of Blue Shield is to supply service—doctor care 
rather. than health dollars—and this difference makes Blue Shield 
more than simple insurance. Service plans are those having agree- 
ments with doctors whereby the doctor agrees to accept a stipulated 
sum in full payment for his services in those instances where the 
member’s income does not exceed a specified annual sum. 

For example, the plan’s scheduled fee for an appendectomy may be 
$120 and the surgeon will accept this as full payment in those cases 
where the income of the patient’s family does not exceed $6,000 per 
year. Of the 65 Blue Shield plans in the United States, 50 are service 
plans. 

In the areas where Federal employees live and work, 56.28 percent 
of Blue Shield plans guarantee that the payment made by Blue 
Shield to the physician will be payment in full for families with 
incomes of less than $6,000 a year. And it is readily apparent that 
the pattern of service which does exist in Blue Shield is stabilizing 
in its influence on the indemnity area and the same is true for Blue 
Cross. While we recognize the value of such insurance mechanisms 
as deductibles and coinsurance in controlling unnecessary utilization, 
we know that such control is relative and often is much weaker than 
anticipated. 

On the other hand, the service benefits and their accompanying 
indemnity schedules for the remaining fraction of our program are 





102 HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 


much more effective cost controls because they are based upon agree- 
ment with the purveyors of the services themselves, both doctors and 
hospitals. 

Blue Shield has the ability to serve in this program we believe: 
The capacity of Blue Shield to provide a nationwide program of 
health care benefits with built-in cost controls based upon local fee 
schedule agreements with physicians, is expressed by the successful 
servicing of Blue Shield medical care prepayment programs for more 
than 40 million Americans. 

Federal employees also deserve the opportunity to participate in 
a program which provides physicians’ services for which the basic 
benefit costs are related to the economy of the community in which 
such costs originate, and in which such costs can be computed by 
reference to a fee schedule. The cost of medical care is of serious 
concern to the people of America, just as it must be for those who 
_— to alleviate it for Federal employees. Suitable legislation should 
reflect this concern to support, or at least not damage, the best ele- 
ments in our already existent system of voluntary health insurance. 
Blue Shield is an expression of physician interest in relating existing 
costs in a given community to a prepayment program for medical 
expense which reflects local charges and is accepted as full payment 
in many cases. 

Fortunately, the Blue Shield reflection of local fees by local com- 
munity practice can be incorporated into a program for national 
accounts such as the proposed Federal employce health benefit pro- 
gram. Blue Shield has the capacity and the mechanism for consoli- 
dating favorable medical care cost factors in all communities and 
offering a uniform package of physician services at a single rate. 

Blue Shield believes that a modified S. 94 would be acceptable legis- 
lation. We believe that the best legislation on this subject should be 
in the form of. an enabling act, authorizing the Civil Service Com- 
mission to make contracts with qualified carriers under which Federal 
employees can be assured of receiving adequate health care at a cost 
to them which they can afford to pay. 

Such legislation should not attempt to spell out the benefits to be 
provided by these contracts because a benefit which is adequate and 
desirable today may be obsolete and inadequate tomorrow. There- 
fore, the contracting agency should be provided with enough flexibility 
and discretionary authority to revise benefit schedules within budge- 
tary limitations. More specifically, we think the legislation should 
provide: [ 

First. That all qualified carriers have an opportunity to offer 
coverage; 

Second. That employees should have a free choice, subject only to 
the enrollment requirement of the carrier, to select the plan of coverage 
which seems best to fit his needs ; 

Third. That a Government contribution toward the cost of coverage 
be sufficient to enable employees to get better coverage than they may 
now have; ; 

Fourth. That payroll deduction be made available to assist the 
employee in paying his share of the cost. 

The bill no before this committee, S. 94, is generally in accord with 
these objectives. We are particularly happy that the basic benefits 
described in the bill are in terms of service—hospital and medical 
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care, not indemnity dollars. We think this is of cardinal importance 
if Federal employees are to get the most health care for the least cost. 

However, we believe that the bill must be changed with respect to 
that section which limits the agencies qualified to provide major medi- 
cal programs to a small handful of insurance companies and thus 
prohibits Blue Shield and Blue Cross plans from creating a package 
of basic and major medical benefits to be offered Federal employees 
through a single source. 

Furthermore, we believe that the contribution made by the Govern- 
ment toward the health care of its employees should be equal with 
respect to the various segments of health care toward which the con- 
tribution is made, and that the contribution of Government toward a 
package of health care which includes basic as well as major medical 
coverage would accomplish this purpose. 

We strongly urge that provision be made for a combination of 
basic and major medical coverage to be offered by any qualified carrier 
under the provisions of this bill. This can be done with relatively 
little difficulty by certain amendments to S. 94. 

Mr. Coleman, who follows me as the spokesman for the Blue Cross 
Association, will discuss the needed amendments in some detail. Blue 
Shield is in accord with the amendments he will propose and we urge 
you to adopt them. We offer you the fullest use of our staff in your 
development of the answer to this problem so important to Federal 
employees. 

Thank you, Mr. Chairman, for permitting us to be heard. We sin- 
cerely hope that our testimony will be helpful. 

At this moment, if I may, I would like to comment briefly on the 
attachment to the report on S. 94 of the Civil Service Commission. I 
have had opportunity to read this report, after my own was largely 
prepared, and I would like just to say, at this time, that in enumerat- 
ing principles of good health insurance coverage, we believe that the 
Civil Service Commission has, for the most part, enumerated princi- 
ples that we can’t quarrel with. 

We are surprised at the conclusions that are drawn from a study 
of these principles. Some of them would seem to us rather clearly to 
point in a different direction. For example, it is specified that a plan 
should be such that it is readily acceptable to the medical profession 
and to hospital administrators. That could certainly be construed in 
a different manner from the remainder of their report. The question 
of reasonable controls that should be prescribed 1s another principle 
on which they dwell and although it is mentioned in my statement, 
we would like to elaborate upon the question of control because we 
feel this is so very important in a program of this kind, which not 
alone from its size, but because of the example of the Federal Govern- 
ment. in entering the field of supporting health care of its employees, 
would have a great influence on the rest of the voluntary system. 

So, as a summarizing comment, at this time, our group, in Blue 
Shield, would like to have opportunity, as this matter is studied fur- 
ther by the committee and its staff, to offer some specific comments 
on the Civil Service Commission recommendations. 

Thank you, Mr. Chairman, for permitting us to be heard. We 
sincerely hone our testimony will be helpful. 

Senator Neupercer (presiding). Thank you, Dr. Stubbs. 
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I want to express my appreciation to Senator Morton for his 
courtesy in getting the hearing started so promptly when I was un- 
able to be here directly at 9:30. 

Are there any questions Senator Jordan ? 

Senator Jorpan. No. 

Senator Neusercer. Senator Morton, do you have any questions? 

Senator Morton. No. 

Senator Neusercer. Senator Yarborough ? 

Senator Yarsorouen. I have no questions at this time, Mr. Chair- 
man. 

Senator Neusercer. Dr. Stubbs, we have only two specific proposals 
before the subcommittee, one is S. 94 and the other the recommenda- 
tions of the Civil Service Commission. I take it, from your testi- 
mony, that Blue Shield prefers S. 94 to the Civil Service Commission 
suggestions; is that correct ? 

Dr. Srugss. That is very correct, sir. 

Senator Neupercer. Does the staff have any questions they would 
like to ask? 

Mr. Brawtey. I have several, Mr. Chairman. 

What experience have you had in writing major medical so that it 
is tied to the basic benefit plans? 

Dr. Strupss. Here in the District of Columbia, at the time of these 
last hearings to which I referred, we had just been authorized to write 
a major medical program. And since that time we have been includ- 
ing it as part of a comprehensive package. We believe that our expe- 
rience with the major medical program has given us a byproduct of 
information more important even than the functioning of the pro- 
gram, and I refer specifically to the cost of such a program for Federal 
employees. 

It has been demonstrated by our experience in this area that Federal 
employees.can and will pay, say, $9 a month for a family protection, 
for a basic program. We have found that they could not, or would 
not, pay the $13 and some cents a month for comprehensive program, 
in the majority of instances. 

From this finding, we have concluded that the critical point in 
personal payments at this time in the District area, where of all Fed- 
eral employees more than half are covered by our plans, lies some- 
where between this $9 figure and the $13 area. We might conclude 
from this, by simple arithmetic, that if the Government were to con- 
tribute one-third of the cost to the full program, all of those Federal 
employees who now have the basic program would have the compre- 
hensive program, because that would be the part added. 

Now, as to the experience in operating a major medical program 
itself, as it is well known I am sure to this committee, Blue Cross and 
Blue Shield do not have the operating experience of the commercial 
carriers. A number of plans have tied it to their basic programs, 
but we have been very concerned, from the beginning, to do the best 
possible job in developing and expanding basic programs, and adding 
the others at the top. We are quite convinced that the measuring 
between a basic program, which involves service, and a major medical 
program, superimposed upon it, is a critical matter, because we can- 
not define the basic program purely in terms of dollars, and the major 
medical outlay is in terms of dollars. 
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If we say the deductible for the major medical is a basic program, 
then we must define it in dollars if a different carrier is to give it. If 
the same carrier is to offer the major medical, with the basic as a single 
package, then it becomes a matter of little moment if there are over- 
laps between the two programs and of course it is a matter of little 
moment where the employee himself gets one segment of his care paid 
for from different sources. He wants the most efficient use of his 
funds. 

We believe that tying them together is the most efficient use. 

Mr. Brawtey. In what States would Blue Shield be unable to write 
a service benefit ? 

Dr. Stuss. I would have to refer you to the record to name those 
States specifically. Is that what you want at this moment? 

Mr. Braw.ey. How many States? 

Dr. Srupss. I have here, Mr. Edward Werner from the national 
office and perhaps he can give you a figure in answer. We stated that 
of our total number of plans, that a certain number of them were not 
able to write service programs at this time but I might say we have the 
agreement in a number of areas where we do not have service programs 
of the $6,000 level, to join in the national agreement and approxi-. 
mately 75 percent, I believe, of the area can do so. 

But if I may ask Mr. Werner for a comment on that, he can perhaps 
clear the issue in specific terms. 

Senator Neusercer. Yes, that is quite agreeable. 

Dr. Srusss. This is Mr. Edward Werner of the home office in 
Chicago, National Blue Shield. . 

Mr. Werner. Mr. Chairman, I believe the question was the number 
of States that cannot provide a service program in Blue Shield? 

Mr. Brawtey. Yes. 

Mr. Werner. Dr. Stubbs testified there were 50 States that em- 
braced the service principle and 15 States that do not, 50 plans; 
actually the term should be 50 plans out of 65 plans in the United 
States are on a service basis. Fifteen plans are on an indemnity basis. 

Does that answer the question, sir? 

Dr. Strusss. I think, Mr. Chairman, if I might add one comment to, 
that, Blue Shield was organized in the grassroots manner alluded to, 
and in many instances was not organized at a State level. There are 
some States, such as West Virginia, where there are a number of sepa- 
rate plans sponsored by the cities or towns, by physicians in those 
areas. There are many States that have a statewide plan. So our 
statistics are in terms, not of States, because we don’t have those 
geographical distributions accurately defined, but in terms of plans. 
And we feel that a more important statistic is the percentage of cov- 
erage, too, because the plans vary more miscellaneously in size. 

Senator Neusercer. Thank you very much, Dr. Stubbs and Mr. 
Werner. 

Our next witness is Mr. J. Douglas Colman, vice president, Blue 
Cross Association. 

I am going to make a suggestion for all witnesses. I am not making 
it inthe form of anything mandatory but to just say this: We can only 
hold a, certain limited number of subcommittee hearings because of the 
pressure of the Senate schedule and other committee schedules on the 
members of the subcommittee. 
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For example, Senator Yarborough asked me to state for the record 
that he will be unable to be here for the rest of the hearing this morn- 
ing because he has been asked to preside over another hearing on a 
aibecnietittes on restoration of the GI bill for veterans’ benefits. I 
think it will be a matter of courtesy to all prospective witnesses if those 
who have rather lengthy statements could paraphrase those state- 
ments, give us the hig lights, and those points which they feel require 
special emphasis and then your entire statement will appear in full in 
the hearing record, without any editing or elimination of anything 
at all. 

I just make that in the form of a suggestion, because I think it will 
be a matter of courtesy to those who otherwise will have no opportv- 
nity at all to appear before the subcommittee in person. I know most 
of you, if not all of you, will try to cooperate with that request. 


STATEMENT OF J. DOUGLAS COLMAN, VICE PRESIDENT AND 
SECRETARY, THE BLUE CROSS ASSOCIATION 


Mr. Cotman. Thank you, Senator. I was going to request permis- 
sion to do just as you have asked. 

For the record my name is J. Douglas Colman, vice president and 
secretary of the Blue Cross Association. I appear on behalf of this 
association and the 78 Blue Cross plans in the United States through 
which some 52 million Americans place hospital care in their family 
budgets. 

For more than 25 years Blue Cross plans have pioneered in the pro- 
vision of prepayment hospital service to the American people. They 
are today the largest single source of such service to Federal em- 

loyees through the difficult means of volunteer group treasurers. 
spite these handicaps, approximately one-half of the Federal em- 
ployees in the United States now receive prepaid hospital service 
through Blue Cross. This represents some 1 million persons, and a 
total of 3 million persons, including dependents. 

I have here a definition and scope of Blue Cross plans. Let me 
simply say our Blue Cross Association is a national federation of 
some intensely local organizations that grow from the people and pro- 
viders of service in those areas. 

The next section of my testimony is a set of principles affecting the 
provision of health service benefits to Federal employees. The first 
one is that a contribution to the cost of health service benefits is in- 
creasingly a standard part of the benefits offered by private employers 
with whom the Federal Government competes for competent person- 
nel. This is practically standard practice in American industrial 
enterprise today. 

We think the Federal Government has a responsibility beyond that 
of other employers. To the extent that employees and employers meet 
their health costs through their joint efforts, tax funds are freed for 
other purposes. Health services are a necessity, and they are going 
to be provided somehow. The employer, and especially the Federal 
Government, has a special opportunity to encourage the voluntary 
approach to this. We think the Government contribution to all au- 
thorized programs should be in equal proportion. We want espe- 
cially to emphasize that health service and not cash must be the ob- 
iective. The effectiveness of any program of this sort must be 
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evaluated in terms of services delivered to the individual when he is 
il]. It is not enough to provide him some resources and leave him 
to his own devices. 

On the next page we say the wise use of community health resources 
should be encouraged. Because of the heavy local concentration of 
Blue Cross coverage, in the various States shown in table 1, you will 
see that Blue Cross and its subscribers have a very real interest. in 
how the community’s resources are marshaled for the delivery of hos- 
pital service. In many cases it is a majority interest and in many 
more cases it is the largest single interest. 

The next section relates to the comments on S. 94. I believe you 
already have on file, by letter from me before the subcommittee was 
formed, a marked copy of Senate bill 94 with some changes in it that 
we believe would improve the consistency and clarity of the bill and 
foster the economy of its administration. 

Senator Neusercer. Your marked copy of S. 94 will be incorporated 
in the record by reference. 

Mr. Corman. Thank you. The major change we suggest is to 
provide unified administration for both basic and major medical 
benefits. The concept of a single major medical benefit superimposed 
upon varying basic benefits would be costly, administratively unsound, 
and impose difficulties on employees seeking reimbursement for ex- 
penses incurred. None of the changes suggested materially alter the 
benefits to which employees would be entitled. They do, however, 
substantially improve the facility with which the providers of serv- 
ices can give such benefits through established Blue Cross channels. 

On annuitants, I want to emphasize here that Blue Cross has done 
more about this for a longer period of time than anyone else. We 
always encourage retirees to continue as subscribers. We now have 
some 314 million persons enrolled in Blue Cross, out of a total of 
15-million-odd who are over 65. 

The next point I want to emphasize relates to the advance funding 
of retirement benefits. We have given a great deal of thought to this, 
and the last sentence in my statement on that reads: 

After much study of this complex problem, Blue Cross plans believe that 
benefits for Federal retirees can best be provided if retirees are encouraged to 
pay some part of the cost of the benefits received, with the balance being pro- 
vided by the active members of the group and the employer. 

The most important reason for our adherence to this pay-as-you-go 
plan is the impossibility of predicting now the cost of health benefits 
even 10 years hence, and that is almost the minimum you need for 
adequate advance funding provisions. The dollar cost of hospital 
services is affected not only by changing purchasing power, but 
more substantially by charging patterns of hospital use. Hospitals 
are used for different things today than they were 10 years ago and 
presumably they will be used for different things 10 years hence. An 
attempt to prefund dollar costs of this then is doomed to failure, in 
our judgment. 

On economical administration, we simply make this comment: 
There are two basic elements of adminstrative costs involved in the 
provision of health-service benefits. One is the cost associated with 
accounting and recordkeeping of participants, and the other the cost 
associated with providing service and benefits, the delivery of service 
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in the case of service benefit plans, and the claims administration costs 
in the case of indemnity plans. 

By far the major of these two, over a period of time, is the cost 
associated with the delivery of service and administration of claims, 
We believe that the administrative costs of the total program will be 
less if both the major medical expense benefits and the basic benefits 
are coordinated. We strongly urge the adoption of the changes 
shown in sections 5, 6, and 9 of the marked copy of S. 94 which I have 
submitted to the committee. 

As far as costs are concerned, we made as careful an estimate as 
we could as to what it would cost, the total cost of doing the job un- 
der S. 94. This is difficult to do because the benefits are described 
only in general terms there. But we made the same kind of partici- 
pation assumptions that the Civil Service Commission made. We 
estimated the cost of providing the full range of hospital benefits as 
described in the bill, the major medical benefits, the full range of Blue 
Shield benefits to comply with that section and with hospital services 
to ambulatory patients. It is our estimate that the total cost is $313 
million annually, at current levels of cost and use of health services. 

Of course that can be varied up or down as you increase or decrease 
the benefits. Attached as table 2 is a list of the assumptions we made 
in arriving at that estimate. 

One major policy decision that the committee has to face is how 
you want to use major medical. If you use it simply to pick up after 
a certain annual deductible, you are likely to pick up a lot of very 
small dribs and drabs of excesses. It is not hard to imagine routine 
total expenditures for drugs not administered in the hospital, for 
routine visits to a physician’s office, which exceed $100 per year, as 
normal family expenditures, even though the excess above that amount 
is small. If you are going to have the individual keep track of all 
those, submit a bill for $25 or something of the sort, you burden down 
the program and you really don’t use the major medical coverage for 
its designed purpose, to pick up the load in really catastrophic 
situations. 

We suggest that the application of the deductible be for each 
illness, rather than annually, to help accomplish that purpose. 
There will be some necessity to state some major medical maximums 
in the bill, or in the benefits as they are finally determined. 

Now as far as Government contribution is concerned, we have only 
one point to make there. We don’t think this is our business. What 
you want to do about Government contribution is your business, and 
the business of the employees, but we simply point out that there 
are great variations in cost and use of hospital service in different 
parts of the country. You are talking about a national program, 
and one of the functions of the contribution of a national employer 
is to absorb some of this differential. If the contribution is not 
sufficiently high, the employee in a low-cost area, or a low-use area, 
may be able to purchase perfectly adequate benefits at local rates for 
less than the cost of his contribution to a program for which a single 
national rate has been fixed. 

That is the only principle we would like to have you consider when 
you are thinking about what the contribution should be. 
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The other point we make is that as these things finally work out, 
it is the dollar maximum per employee that usually is the controlling 
factor on the Government cost rather than the proportion or percent 
of the total program that is picked up. If you are estimating costs, 
the dollar maximum is the important figure. 

The next section has some comments on the proposals of the Civil 
Service Commission. To my knowledge, the proposals of the Civil 
Service Commission made to this subcommittee last week had no prior 
review by the groups directly affected, such as employee associations, 
Blue Cross or Blue Shield, the insurance industry, hospitals, or the 
medical profession. Consequently, the comments which we give must 
be considered initial comments. As further study refines these views 
the results of such study will be given to the committee and its staff. 
However, the pattern of benefits suggested is sufficiently familiar so 
that-some immediate comments are possible. Our first relates to 
deductibles and coinsurance. 

There is no credible evidence that deductibles of $50 per person per 
year or coinsurance of 80 percent. reduce utilization. It does reduce 
cost of the program, but transfers it from the program’s pocketbook 
to the employee’s, at the time he is ill. There is ample evidence that 
it greatly increases the complexity and administrative cost of pro- 
viding benefits. For example, how does the patient, the hospital, or 
the physician know when the first $50 should be collected from the 
patient and when it should not. The tendency will be to collect it 
and leave the patient to seek the refund if he has previously absorbed 
a $50 deductible that year. How is the maternity benefit to be shared 
between the hospital and the obstetrician and who will attempt to 
collect the balance due from a disgruntled patient? 

These are practical problems that face hospital and physicians 
in trying to live under some such program as suggested here. 

On table 3 you will see a listing of the current average hospital 
charges per case for obstetrical patients. Now I emphasize these 
are average; there are a good many of them that run above this and 
this is for the hospital only, not the physician. If you add the phy- 
sician onto this, you are up another 60 or 75 percent, and possibly even 
more than that, so you see a $200 maximum for obstetrics, in a good 
many areas provides a really small benefit in relation to its total cost. 
You must remember that obstetrical admissions represent about 20 
percent of hospital stays. It varies in different areas. So this is 
a very low benefit in a critical area of hospital service. 

On free choice, the Commission approach to this, that each eligible 
employee will be automatically covered unless he says he doesn’t want 
to be, sounds like saying all eligible voters will be counted as voting 
Republican unless the voter declares he is voting as a Democrat. 

Senator Morton. That is the best statement you made all day. 

Senator Neupercer. Maybe that is the only way they can do it. 

Mr. Cotman. Our point on free choice is that we believe the funda- 
mental responsibility for the wise use of the public’s health service 
dollar rests with the patient and providers of service, and attempts 
to control cost through the patient’s pocketbook have not. been suc- 
cessful, impose heavy burdens on those least able to bear them, or 
they defeat the fundamental purpose of the employee benefit program, 
because they are so high they don’t give adequate coverage. 
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In conclusion, let me simply say that we support S. 94 with the 
changes as shown in the marked copy of the bill which I submitted, 
A liberal interpretation of benefits to be provided under it suggests 
an annual cost of $313 million, and less costly yet effective programs 
are possible. 


It is unsound public policy and an unwise use of funds available 
for health service to impose a rigid pattern of deductibles and eo. 
insurance which falls unequally upon the various categories of Fed- 
eral employees. The proper objective of an employee health benefit 
program is health service to people, not cash in amounts only gen- 
erally related to the cost of needed services. 

One million employees of the Federal Government provide 
themselves and their dependents with Blue Cross protection. The 
Federal Government, as have other large employers, can properly 
help defray part of the cost and, through proper enrollment and pay- 
roll procedures, make it easier and less costly to obtain and maintain. 

We stand ready to assist the subcommittee and its staff to the fullest 
extent of our capabilities. We thank you very much for the oppor- 
tunity of appearing here. 

(The complete statement of Mr. Colman is as follows :) 


STATEMENT OF THE BLUE CROSS ASSOCIATION 


Mr. Chairman and members of the subcommittee: For the record, my name 
is J. Douglas Colman, vice president and secretary of the Blue Cross Association. 
I appear on behalf of this association and of the 78 Blue Cross plans in the 
United States through which some 52 million Americans place hospital care in 
their family budgets. 

This testimony will focus on four major topics: 

(1) Definition and scope of Blue Cross plans; 

(2) Principles affecting the provision of health service benefits to Federal 
employees ; 

(3) Comments on the specific provisions of Senate bill 94; and 

(4) Comments on the proposal of the Civil Service Commission of April 8, 1959. 

For more than 25 years Blue Cross plans have pioneered in the provision of 
prepayment hospital service to the American people. They are today the largest 
single source of such service. For 25 years Blue Cross plans have pioneered 
in the provision of such service to Federal employees through the difficult means 
of volunteer group treasurers. Despite these handicaps, approximately one-half 
of the Federal employees in the United States now receive prepaid hospital service 
through Blue Cross. This represents some 1 million persons, and a total of some 
3 million persons, including dependents. This is clear evidence of the need for 
such a program as that contemplated by Senate bill 94 and of the interest and 
effectiveness of Blue Cross in providing such service. We therefore speak with 
some experience both in the provision of the prepaid hospital service, and with 
the problems of providing this to Federal employees. 


(1) DEFINITION AND SCOPE OF BLUE CROSS PLANS 


Each Blue Cross plan is a nonprofit community service corporation, governed 
by a board on which are represented the public, participating hospitals, and the 
medical profession. Members of these governing boards receive no remuneration 
and serve in the same manner as trustees of a hospital, university, or church. 
The administrative functions of Blue Cross plans are discharged by salaried 
employees under policies determined by the governing board. 

The prepaid hospital service offered by these plans is in most instances sup- 
plemented by medical and surgical benefits offered through associated, medically 
sponsored plans. Typically, the hospital service benefits offered include care in 
semiprivate accommodations for varying periods depending on the subscription 
charges paid, and including the full range of hospital services. 

To earn the right to use the Blue Cross symbol a plan must comply with the 
standards of the approval program administered by the American Hospital 
Association. These include bona fide nonprofit operation, free choice of hospital, 
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hospital guarantee of service benefits, representation of both public and hospital 
interests on the governing board, and fiscal responsibility adequate to protect 
the interests both of subscribers and member hospitals. 

In addition, most plans are supervised by some State agency, usually the 
State department of insurance, and in most States must comply with statutory 
requirements specifically applicable to such plans. Through a series of joint 
programs, plans bring to all of their subscribers the benefits of their day-to-day 
working relationship with the hospitals which actually admit and care for 
patients. These include the interplan service benefit bank, providing service 
benefits in one plan area to Blue Cross subscribers of another area requiring 
hospital care away from home. Subscribers moving their residence from one 
area to another may transfer their membership under the interplan transfer 
agreement. 

Attached as table I is the most recent report of Blue Cross enrollment in the 
yarious States. Blue Cross is clearly the method of choice of Federal employees 
and is the largest single source of prepaid hospital service. 


(2) PRINCIPLES AFFECTING THE PROVISION OF HEALTH SERVICE BENEFITS TO 
FEDERAL EMPLOYEES 


(a) The Nation’s largest employer should aid its employees in securing needed 
health services——The United States is the only large industrial nation in which 
personal health services are not a major governmental responsibility. This is 
true largely because workers, employers and the providers of health services, 
through Blue Cross and Blue Shield, made it possible for the average worker 
to budget for large segments of health service costs. Encouragement of this 
voluntary program is in the interest of all employers, especially the Nation’s 
largest. 

Contribution to the cost of health service benefits is increasingly a standard 
part of the benefits offered by private employers with whom the Federal Gov- 
ernment competes for competent personnel. 

(b) Federal Government has a responsibility beyond that of other em- 
ployers.—Health service is a necessity. To the extent citizens do not, or cannot 
provide it for themselves, health costs become a responsibility of tax funds. 
Defense and other needs already impose substantial drains on available tax 
funds. To the extent workers and their employers meet health costs through 
their joint efforts, tax funds are freed for other purposes. 

(c) Reasonable choice—Federal employees are located in every town in the 
land. The use of health service, and its cost, vary widely in different sections 
of the country. Employees should be free to choose the type of program best 
suited to their needs. 

(d) Government contribution to all authorized programs should be in equal 
proportion—Any other decision would use public funds to foster or hinder the 
development of a particular pattern of health service prepayment. 

(e) Health service not cash should be the objective-—The services needed by a 
particular patient vary widely as to type, cost and frequency. The benefits 
provided should be broad enough, and flexible enough, to absorb these varia- 
tions. 

(f) Delivery of service at the time of illness should be prompt and without 
procedural barriers or complexities —Blue Cross is uniquely qualified to provide 
subscribers and hospitals with prompt information on benefits available while 
the patient is in the hospital. 

(g) Wise use of community health resources should be encouraged.—The 
local structure of Blue Cross enables it to work with hospitals to channel avail- 
able funds into the areas of patients’ greatest health service needs, and to dis- 
courage the development of services tangential to the primary needs of patients. 
Funds available for hospital service are insufficient to meet all the demands of 
patients. Such funds as are available should first be used to satisfy the es- 
sential needs of patients. 

(h) Use available funds for benefits, not for needlessly complex administra- 
tion.—Administrative costs are incurred in enrolling subscribers, collecting and 
paying subscription charges and in providing service or paying claims. Costs 
in the first two categories tend to be centralized and appear large. Costs in the 
last category are dispersed among thousands of hospitals and physicians and 
tend to be forgotten. In total they are by far the largest segment of nonbenefit 
cost and inevitably contribute to the total cost of the program and to the public’s 
total health bill. The benefit pattern of the program should be simple to admin- 
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ister at the time service is used under the program if total costs are to be 
minimized. 


(3) COMMENTS ON SENATE BILL 94 


Blue Cross plans support the enactment of a program such as that contem- 
plated by Senate bill 94. Attached is a copy of the bill with changes marked 


which we believe improve its consistency and clarity and foster economy of 
administration. 


Coordination of basic and major medical benefits 


The major change suggested is to provide unified administration of both basi 
and major medical benefits. The concept of uniform major medical benefits 
superimposed on varying basic benefits would be costly, administratively un- 
sound, and impose difficulties on employees seeking reimbursement for expenses 
incurred. None of the changes suggested materially alter the benefits to which 
employees would be entitled. They do, however, substantially improve the facility 
with which the providers of services can give such benefits through established 
Blue Cross channels. 

Annuitants 


Blue Cross plans, like few other organizations, have constantly encouraged 
members to retain their protection after retirement. More than 3 million per- 
sons over 65 years of age now receive Blue Cross protection. Thus Blue Cross 
has a special interest in the provisions of the bill affecting retirees. Several 
changes are suggested to clarify the intent of the bill with respect to retirees 
The most important of these is that in paragraph (b) of section 12 of the 
bill which, as written, would permit an employee to transfer from one program 
to another during the last year of his active service, thus forcing one carrier 
to provide costly benefits during retirement to an employee not enrolled with the 
same carrier during his period of active service. This problem can be minimize! 
by requiring such transfers at least 3 years in advance of retirement. 


Adwance funding of retirement benefits 


Beginning at about age 55, persons of older age tend to use substantially more 
hospital services than younger age groups. Persons over 65 use some three times 
as much hospital services as those under 65. The reduced income of many older 
persons makes it unrealistic to expect them to pay the full cost of services 
received after retirement. Conversely, the great additional cost of services 
needed after retirement makes it reasonable to expect some contribution from 
retirees toward the cost of services needed. After much study of this complex 
problem, Blue Cross plans believe that benefits for Federal retirees can best be 
provided if retirees are encouraged to pay some part of the cost of the benefits 
received, with the balance being provided by the active members of the group and 
the employer. 

The most important reason for our adherence to this “pay as you go” plan 
is the impossibility of predicting now the dollar cost of health service benetits 
even 10 years hence, almost the minimum period necessary for adequate advance 
funding provisions. The dollar cost of hospital services is affected not only by 
changing purchasing power but more substantially by changing patterns of 
hospital use. Open heart surgery, for example, a not infrequent procedure today, 
requiring substantial expenditures for trained manpower and complex facilities 
over a long period of time, was virtually unknown only a few years ago. Curative 
and diagnostic procedures in current use have dramatically shortened the stay 
and broadened the range of services provided hospital patients. The conclusive 
estimates of the dollar cost of hospital service 10 years hence necessary for ade- 
quate advance funding simply are not available. Therefore, we support the 
provisions of the bill which permit the retired employee to make a contribution 
out of his retirement income toward his benefits, with the balance to be met from 
the payments of active employees and the Government. 

Provisions for advance funding of these benefits are unnecessarily cumbersome 
and, because of the unknows of future cost of hospital services, advance funding 
will not accomplish its purpose or will provide benefits that are unrealistically 
low in relation to future health service costs. 


Economical administration 
There are two basic elements of administrative cost in the provision of health 
service benefits. One includes the costs associated with accounting and record- 


keeping of participants; the other is the cost associated with providing benefits, 
i. e., delivery of service in the case of service benefit plans, and claims administra- 
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tion costs in the case of indemnity plans. By far the major of these two, over 
a period of time, is the cost associated with the delivery of services or admin- 
istration of claims. 

The administrative cost of the total program will be less if both the major 
medical expense benefits and the basic benefits are coordinated. We strongly 
urge the adoption of the changes shown in sections 5, 6, and 9 of the attached 
marked copy of Senate bill 94 to accomplish this purpose. 


Cost 


Senate bill 94 permits the Civil Service Commission to determine the detail of 
benefits to be provided. However, an attempt has been made to estimate the 
total cost of a program such as that contemplated by Senate bill 94, including gen- 
eral hospital service for 120 days, a broad range of medical service benefits, and 
the major medical benefits specified in the bill. Using the same participation 
assumptions as those contained in the statement of the Civil Service Commission 
to this subcommittee, we estimate a total cost of approximately $313 million an- 
nually at current levels of cost and use of health services. Of course, this cost 
will vary if benefits are increased or decreased. The hospital and medical benefits 
used in making this estimate are attached as table II. 

Major medical benefits 


The inclusion of major medical benefits poses a major policy decision for 
the committee. In one form these benefits cover 75 percent of relatively routine 
items of medical cost facing many families not provided by the basic benefits 
and exceeding the medical expense deductible provided in the bill. In another 
form these benefits cover situations which are truly catastrophic from the 
standpoint of the family’s budget. For example, it is not hard to imagine 
routine total expenditures for drugs not administered in a hospital, routine visits 
to a physician’s office, etc., which exceed $100 per year, even though the excess 
is small in amount. By applying the deductible annually, this small excess is 
eligible for coverage under major medical at an administrative cost of pro- 
viding the benefits probably equal’ to the benefit itself in many cases. On 
the other hand, if the major medical deductible is applied to each individual 
for each illness, the program is relieved of both the benefit cost and the cost 
of administering these small excesses above the annual deductible. A discus- 
sion of this subject is contained in a report of the 1958 eastern meeting of the 
Society of Actuaries in Philadelphia, quoted in the research report section of 
“Employee Benefit Plan Review.” 

All important considerations—patient need, administrative economy and 
total cost—point to a major medical benefit that is not burdened with dribs and 
drabs of small excesses over an annual deductible. A sound program should 
provide: 

1. Essential hospital and in-hospital medical services required by the 
vast majority of patients, and 

2. Major medical coverage for substantial maximums for truly catastrophic 
illnesses. 

This concept of a strong basic coverage plus partial coverage for truly cata- 
strophic illness is the choice of many of the country’s largest employer and 
employee groups. 


Major medical mavimum 


If benefits are to be stated specifically in the bill, the statement of an annual 
and lifetime maximum for major medical benefits is necessary. 


Government contribution 


The amount of the Government's contribution toward the cost of this pro- 
gram is largely a matter of concern to the Government and its employees. 
However, our experience suggests several aspects of this problem that may 
not be generally recognized. There is substantial variation in the cost of 
health services throughout the United States. Table III attached, shows 
current variations due to both unit cost and length of stay in various areas 
of the United States. 

One function of the contribution of a national employer is to absorb some of 
this differential. If this contribution is not sufficiently high, the employee 
in a low cost area may be able to purchase adequate benefits at local rates 
for less than the cost of his contribution to a program for which a single 
national rate is fixed. 
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A further point concerns the way in which total cost is shared between em- 
ployer and employee. At realistic and usual levels of benefits, employer's 
share and employer’s dollar maximum contribution, the dollar maximum is 
likely to be the controlling factor. 


(4) COMMENTS ON THE PROPOSALS OF THE CIVIL SERVICE COMMISSION 


To my knowledge, the proposals of the Civil Service Commission made to this 
subcommittee last week had no prior review by groups directly affected, such 
as employee associations, Blue Cross or Blue Shield, the insurance industry, 
hospitals, or the medical profession. Consequently, the comments which follow 
must be considered initial comments. As further study refines these views the 
results of such study will be given to committee and its staff. However, the 
pattern of benefits suggested is sufficiently familiar so that some immediate 
comments are possible. 


Deductibles and coinsurance 


There is no credible evidence that deductibles of $50 per person per year or 
coinsurance of 80 percent reduce utilization. There is ample evidence that it 
greatly increases the complexity and administrative cost of providing benefits. 
For example, how does the patient, the hospital, or the physician know when 
the first $50 should be collected from the patient and when it should not. The 
tendency will be to collect it and leave the patient to seek the refund if he has 
previously absorbed a $50 deductible that year. How is the maternity benefit 
to be shared between the hospital and the obstetrician and who will attempt to 
collect the balance due from a disgruntled patient? 


Maternity benefits 


Table III shows examples of current average hospital charges for obstetrical 
stays. Obviously, a flat dollar benefit would cover a proportion of total cost 
that varied widely in various areas. The charges for physicians, in addition to 
those shown for hospital service, make it likely that the Civil Service Commis- 
sion’s proposed maternity benefit will often cover a relatively small and widely 
varying proportion of obstetrical costs. Since obstetrical admissions represent 
some 20 percent of all hospital stays, this low benefit is one obvious reason for 
the low total cost of the Commission’s program. 


Free choice 


The Commission proposes “that each eligible employee will be automatically 
covered by the comprehensive health insurance plan unless he (1) elects not 
to be covered, (2) elects coverage under a plan sponsored or underwritten by 
an employee organization, or (3) elects coverage under a group practice prepay- 
ment plan.” This sounds something like saying all eligible voters will be counted 
as voting Republican unless the voter wishes to vote for a Democrat. 

Blue Cross is the first and largest provider of prepaid hospital service in 
America. It has gained this public acceptance by providing benefits realistically 
geared to the costs of hospital service. Blue Cross believes that the funda- 
mental responsibility for the wise use of the public’s health service dollar rests 
with the patient and the providers of service. Attempts to control costs through 
the patient’s pocketbook have not been successful, impose heaviest burdens on 
those least able to bear them or defeat the fundamental purpose of the employee 
benefit program. 

The so-called comprehensive benefit pattern proposed by the Commission, as 
has been indicated, is a mater of intensive debate among the very insurance 
earriers who offer it. Some responsible carriers now rarely offer it except as 
a supplement to basic benefit programs. It seems unwise to place the prestige 
of the Federal Government behind a benefit pattern about which there is such 
divergence of opinion. In fact, to deny Federal employees reasonable and 
equitable choice between generally available health benefit programs is to usurp 
a basic perogative of employees. 

The Commission’s proposal carries to the ultimate the one objection Blue 
Cross has to Senate 94, namely, the granting of an insurance monopoly in sec- 
tion 6. This is easily corrected in Senate 94 as we propose, without destroying 
the general framework of the measure. Almust complete revision of the Civil 
Service Commission’s proposal would be necessary to bring it within the princi- 
ples of sound employee health benefit programs as we have learned them in 
Blue Cross through experience. 
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(5) CONCLUSION 


(a) We support Senate bill 94 with changes such as those shown on the at- 
tached marked copy. A liberal interpretation of benefits to be provided under 
it suggests an annual cost of $313 million. Less costly, effective programs are 

yssible. 
mb ) It is unsound public policy and an unwise use of funds available for 
health service to impose a rigid pattern of deductibles and coinsurance which 
falls unequally upon the various categories of Federal employees. The proper 
objective of an employee health benefit programs is health service to people, 
not cash in amounts only generally related to the cost of needed services. 

(c) One million employees of the Federal Government provide themselves 
and their dependents with Blue Cross protection. The Federal Government, as 
have other large employers, can properly help defray part of the cost and, 
through proper enrolment and payroll procedures, make it easier and less costly 
to obtain and maintain. 

(d) Blue Cross stands ready to assist the subcommittee and its staff to the 
full extent of its capabilities. 


TABLE I.—Blue Cross enrollment—United States as of Dec. 31, 1958 
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TABLE II 


Hospital benefit assumptions used to prepare cost estimates in relation to 
Senate bill 94 were: 

(1) 120 days of care per admission in semiprivate accommodations in 
licensed acute general hospitals and other licensed participating hospitals, 
including admissions for maternity, tuberculosis, nervous and mental con- 
ditions, drug addiction, and chronic alcoholism. 

(2) Inpatient diagnostic hospital service. 

(3) An allowance equal to the average semiprivate charge toward private 
accommodations if a private room is utilized. 

(4) Outpatient benefits: 

Care of an emergency accident within 24 hours of the accident. 
Minor surgery and diagnostic hospital service in the outpatient 
department of a hospital. 

(5) Coverage of unmarried dependent children between the ages of 19 
and 23 years if they are full-time students in a recognized college or 
university. 

The Blue Shield coverage is based on a uniform scope of benefits encompass- 
ing the following: 

(1) Surgical care. 

(2) Obstetrical care. 

(3) Inhospital medical care for 120 days. 

(4) Anesthesia services. 

(5) Radiation therapy. 

(6) Diagnostic X-ray examinations, inpatient (outpatient within 24 hours 
of an accident). 

(7) Pathology, inpatient only. 

(8) Physiatry, inpatient only. 

Under this program those Federal employees (approximately 55 percent) re- 
siding in areas having a Blue Shield service program, which guarantees service 
benefits to those Federal employees earning $6,000 or less per year, will have 
the aforementioned benefits on a paid-in-full basis if they utilize member doc- 
tors. In other areas, a uniform surgical program will be provided. 

The cost estimates are based on an effective date of January 1, 1960. 


TABLE III.—Average hospital charges per case, semiprivate obstetrical patients, 
1958-59 


For selected areas of the country with heavy concentration of Federal 
employees. 

Alabama . 54 | Missouri, St. Louis__________- $152. 05 

California 203. 90 | New Hampshire-Vermont 130. 24 

Colorado Di 20 IOW ORNOY Se oe 167. 72 

District of Columbia . 82 | New York, New York City... 215.51 

. 80 | Ohio, Southeastern . 16 

. 82 | Oklahoma . 95 

. 25 | Pennsylvania, Philadelphia_.__ 151. 23 

UI So POO ei oi th oe 135. 70 

Maryland 144. 58 | Virginia, Norfolk . 14 

Mamachwmetiswc ook. 160. 92 | Washington . 58 
Michigan 189. 78 


_ Senator Neupercer. Thank you, Mr. Colman. My wife and I both 
belong to Blue Cross. 

Before we start the questioning, I am curious as to the reason 
why my State of Oregon and the other States in the Pacific North- 
west have such a small percentage of participation in Blue Cross. 

I note, for example, in Senator Morton’s State of Kentucky there 
is a 23 percent participation, and in my State of Oregon there is only 
a 9 percent participation, and in most of the other Pacific Northwest 
States there is very small participation. 

Mr. Cotman. Many of. these variations are a matter of historical 


accident, sir. In the Pacific Northwest, as you know, the Physicians 
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Service Bureaus started before Blue Cross and Blue Shield, and had 
tackled this problem. The Blue Cross approach to it was a sec- 
ond entrant in the race out in the Northwest. 

Senator Neusercer. Thank you very much. Senator Morton, do 
you have any questions ? 

” Senator Morton. Briefly, Mr. Chairman. 

Mr. Colman, in speaking of the Government contribution, you de- 
velop a point which I know is going to trouble us to some degree. 

As I understand the point you make there it is this: The dollar will 
buy more in health services in certain communities than in others? 

Mr. Cotman. Yes, sir. 

Senator Morton. What we are trying to get is health service for 
Federal employees on an equitable basis. Therefore, you suggest 
here that we might give some thought to varying Federal contribu- 
tion, so that we build it up for a fixed percentage of pay by the em- 
ployee, build it up to a certain level of service that would be uniform 
throughout the country. 

This is of course something we face not only in health benefits to 
employees, but we face it in the question of total compensation to 
employees. It will probably be difficult to work that out, even though 
your suggestion has merit. We do have certain cost-of-living incre- 
ments where in certain sections of the country, high cost-of-living 
communities the Civil Service Commission and the various agencies 
and departments of Government have a bit of latitude, but not nearly 
the latitude to take care of varying costs throughout the country. 

Mr. Cotman. Senator Morton, there is one other factor here. It 
is not only the cost of providing the service; it is also different pat- 
terns of use of service. There aresome areas where the use of hospitals 
and the facilities that are available in hospitals are different and they 
offer a different range of service. This has become accepted by the 
population in that area, so that you are not always comparing the 
cost of the same quantity, the same entity, although it has the same 
name, hospital service. There are two aspects to the variation. 

Senator Morton. I see. Now on the bill, S. 94, you feel that your 
organization could participate in the general hospitalization care? 

Mr. Cotman. Yes, sir, we do. 

Senator Morron. However, you feel. that the bill should be amended 
in major medical or catastrophic illness? 

Mr. Cotman. Yes; so that the major medical coverage is geared to 
the basic benefit coverage. The concept of a single flat major medical 
superimposed on four varying basic coverages, we think, is basically 
unsound and administratively complex when it comes to delivering 
service to people. 

Senator Morton. On the question of deductible amounts, you feel 
that the administrative burden would be so great as to offset the ad- 
vantages to prevent malingering or abuse of the program ? 

Mr. Cotman. Well, Senator, we know of no evidence that indicates 
that modest deductibles prevent any substantial abuse. If you make 
the deductibles high enough to prevent abuse, you impose burdens on 
low-income persons in the group, so it really doesn’t give them any 
substantial coverage. 

Senator Morton. Now as to the Civil Service Commission’s sug- 
gestions, you feel their plan which was outlined in some detail by 
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witnesses from the Civil Service Commission, and others, would pre 
clude your organization from participation ? 

Mr. Cotman. Technically it would not, but it poses for us a policy 
question. Weare traditionally opposed to the deductible and coinsur- 
ance approach and we are for the service benefit approach. Whether 
we would want to participate in a rigid pattern of deductibles 
and coinsurance is a major policy decision and I am not prepared to 
give the answer to that this morning. But I can tell you that if the 
answer was “Yes,” it would be a very reluctant yes. 

Senator Morron. I think, Mr. Chairman, if we could take about 
2 minutes and ask Mr. Colman to elaborate on the difference between 
these two approaches for the record in as much lay language as he 
could use, it might be helpful when we get this matter before the full 
committee. 

Senator Neusercer. I think so, yes. 

Mr. Cotman. I think the best illustration relates to hospital care. 
Service benefits are usually described in terms of making the facilities 
of the institution, a participating hospital in the Blue Cross plan, 
available to its subscribers for a given number of days, either per 
illness or per year, without regard to the total dollar cost or the total 
dollar charges for the services used by that patient. 

I can remember one patient in my own experience that had full 
coverage benefits in semiprivate accommodations for 21 days and 
partial coverage for, I think, 180 days, who ran up total charges cov- 
ered by Blue Cross of $25,000. Now this was in the very early days 
of antibiotics and both the hospital and ourselves gulped a little bit, 
but this was our promise and we delivered. 


Indemnity and coinsurance benefits provide, usually, either dollars 
per day, above a deductible, or a er ego of the total cost. In most 


indemnity programs, there is a dollar limit of so much per day or 
so much for this, that, or the other service. That is the essential 
difference. 

Senator Neusercer. Thank you very much. I would like to ask 
you a few questions. I want to explore the deductible matter a little 
more fully. 

As you undoubtedly know, witnesses representing the administra- 
tion suggested varying deductibles, so that there could be greater 
coverage and protection in the event of major medical or catastrophic 
illnesses at the end of the a Undoubtedly you heard those 
proposals. I would like to know this: Is there any evidence in the 
experience of Blue Cross that the application of a deductible would 
make it more possible for the same fund to give greater coverage 
when a catastrophic illness strikes ? ; 

Mr. Cotman. The application of a deductible, in our experience, 
does not reduce—I am talking about deductibles of the size we mean 
here—does not reduce utilization. All it does is to transfer the cost 
from the program, which the employee and the employer pay for 
monthly, over to the employee’s pocketbook at the time he is sick. 

Now the question is, when does he want to pay that deductible! 
Does he want to pay it so much a month, continually, or $50 in one 
slug, when he is sick. To the extent you save in total cost of the 
program by imposing a deductible, it is going to be paid for by 
the patient when he is sick. You can add on to the program at the 
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other end some additional coverage for catastrophic, but this has to 
be paid for sooner or later. 

Senator Neusercer. This is the point I am trying to make—maybe 
I did not phrase my question very successfully. Is there any ex- 

rience in Blue Cross that when you impose a deductible for first 
calls or first demands upon the physician’s time and skill, that that 
does retain, within the fund, a greater amount of money which can 
be used to protect patients who have the catastrophic, lingering, very 
serious illnesses? It is obvious there are only so many egges in the 
basket. If they are taken out at one time, they are not available for 
another time. That is just ipso facto, so again I want to point this 
out because I think one of the major things the committee is going to 
have to consider is this whole question of whether or not there shall 
be a deductible. But I am not clear in my own mind on this, and 
I have been told various things by lobbyists and representatives for 
the various groups, and that is the reason I think Blue Cross’ answer 
to this is so important, because I think you cover more people than 
any other single entity. 

What is the situation as to the deductible, and again I want to re- 
phrase the question. When a deductible is applied for the first call, 
does that mean there is more money in the fund for coverage of 
people who have serious catastrophic illnesses, or does it not mean 
that ? 

Mr. Cotman. Sir, I can’t speak with personal knowledge of home 
and office calls, because Blue Cross does not provide home and office 
service of physicians. Our experience is largely hospitalized illness, 
and service rendered in hospitals. 


Now as far as hospitalized illness is concerned, I can say that I 
know of no credible evidence, within our experience, that indicates 
that the application of a $50 deductible is going to reduce incidence. 


People don’t want to go to a hospital in the first place, and they don’t 
go unless some physician says they should. Now when you take it 
over into the field of home and office calls for a physician, you are going 
beyond my experience, sir, and beyond Blue Cross’ experience, gen- 
erally speaking. 

Senator Neusercer. I have had a great deal of experience in the 
past months with physicians, and they have talked to me a great 
deal about this, and many of them have said to me—and these are 
very socially minded doctors in many instances—that they feel a 
demand upon them for very frivolous ailments, psychosomatic ail- 
ments, various things such as that, would dissipate the fund so there 
is not enough for the people who have really catastrophic illnesses. 
On the other hand I am told by people that represent welfare and 
labor groups if you have a deductible, the patients will hesitate to 
make that first call to the physician at his office, which might be the 
one that would save the patient’s life. 

I have heard both those things and it perplexes me and troubles me. 
I think this is the $64 question, when this committee writes the bill. 

Mr. Cotman. This is certainly true as far as home and office medical 
care is concerned. I think some of the other witnesses today will have 
more to say about this than I can, some who represent some of the 
comprehensive coverage programs that have some experience with 
this. 
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I might make one other point, though, about deductibles. I am 4 
little troubled about the application of a deductible per individual, 
With large sized families, it is not unusual to have more than one 
illness per year. Ifa couple of children have their tonsils out and the 
mother has another baby with the limited maternity benefits talked 
about here and if the father has an appendectomy that year, that 
family isn’t going to get much coverage. 
Senator Neupercer. I can understand that. 
Mr. Cotman. So I think if you are going to talk about deductibles 
at all, you ought to give serious thought to their application per family 
rather than per individual. 
Senator Neupercer. Just one other question, Mr. Colman. I was 
leased you brought up the matter of retirees. I have been disturbed 
y the fact that most of the administration suggestions seem to call for 
total exclusion of retirees who of course are the people who are going 
to have the greatest number of illnesses, because they are generally 
past 65. But in your suggestions, I want to narrow it down to one 
question. You said Blue Cross plans believe that benefits for Federal 
retirees can best be provided if retirees are encouraged to pay some 

art of the cost of the benefits received, and the balance be provided 

y the active members of the group and the employer, which in this 
case would be the Government. 

Just off-the-cuff, if we tried to give some protection to retirees in 
our bill, what would you say would be a reasonable division between 
what the retiree should pay and what should be borne by presently 
employed Federal employees and by the Government itself? 

Mr. Cotman. I don’t think it works out that way directly, sir. Our 
approach to it would be our standard approach. We encouraga 
employees when they retire to continue on in the group and remain 
just as though they were active members of the group. 

Senator Neuzercer. I understand that. But what about the people 
today who are already retired? 

Mr. Cotman. That is another problem. The problem of past serv- 
ice benefits for retirees, whether you are talking about a pension pro- 
gram or health service benefits, is an entirely different problem, and 
we would be very happy to make an estimate on that and will do so, 
and put it in the record. I would hate to do it on the back of an 
envelope though. 

Senator Neusercer. That will be fine. It is a very important thing 
to the committee and it is a very important thing to hundreds and 
thousands of former Federal employees. If we made some effort to 
include them, what sort of division of costs between the three entities, 
past employees, who are presently retired, existing employees, and the 
Government would be fair? 

If you could give us some comment on that after you have worked 
it out, it would be helpful. 

Mr. Cotman. All right, sir, I shall. We already cover a good many 
retired Federal employees in Blue Cross. We have been doing this 
since day 1 and while we have a total of some 1 million active em- 
ployees now enrolled, we have some retired employees too which we 
have accumulated over the past 15 years. 

(Mr. Colman subsequently submitted the following communiea- 
tion :) 
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BLUE Cross ASSOCIATION, 
New York, N.Y., May 4, 1959. 
Hon. RICHARD NEUBERGER, 
Chairman, Insurance Subcommittee, 
Committee on Post Office and Civil Service, 
Senate Office Building, Washington, D.C. 

DeaR SENATOR NEUBERGER: Following my testimony before your subcommittee 
on April 21 with respect to health benefits for Federal employees, you asked that 
I provide the committee with certain estimates concerning the cost of providing 
benefits to present retirees. As I indicated at that time, this appears to be a 
separate problem from that of providing health benefits to active employees and 
future retirees. Our initial exploration reinforces this opinion. 

I am advised that there are now approximately 417,000 annuitants of the 
Federal Government. Of this number, some 234,000 are retiree annuitants, some 
105,000 annuitants are survivors of employees, and some 78,000 are annuitants be- 
cause of disability. Included in the above categories are annuitants who ac- 
cunulated retirement benefits during a period of at least 5 years active service 
with the Government, terminated such service, and then, at the age of 62 or later, 
while working for another employer, or while in retirement, became eligible for a 
deferred annuity under the Government retirement program. 

Each of these groups has somewhat different characteristics as to age, sex, and 
health status. These differences would appreciably affect the cost of providing 
health services to them. Also, each of these groups has a somewhat different 
claim upon the Government for inclusion in any program of health service benefits 
for Government employees. 

We shall consider it a privilege to pursue this matter further in the de- 
velopment of cost estimates with respect to each of these groups to the extent 
that information is available concerning their age, sex, marital, health, and 
dependent status, ete. However, before proceeding, it seemed wise first to de- 
termine whether or not your interest was in all, or some, of these groups, 
since the cost to Government of providing all types of annuitants with the same 
benefits as active employees, with the same contribution from the annuitants as 
made by active employees, would very considerably increase the current cost to 
Government. 

The roughest kind of order-of-magnitude estimate of the cost to Govern- 
ment of providing this entire group, on the basis outlined above, with the 
minimum type of benefits discussed during the current hearings, is approxi- 
mately $70 million. This does not include the cost to the annuitants, nor does it 
include the probable additional cost for the health status of disability annuitants. 

When considered in relation to the cost to Government of providing health 
benefits to active employees, it will be seen that this matter probably deserves 
consideration as a separate problem. The only bright spot in this situation is, of 
course, that the problem is a diminishing one, as soon as future retirees are pro- 
vided for as a part of the program for active employees. 

I shall be in touch with your office in the next few days to determine 
your wishes in this matter so that we can proceed as rapidly as possible. 

Sincerely, 
J.D. Cotman, Vice President. 

Senator Neusercer. Thank you very much, Mr. Colman. 

Does the staff have some questions ? 

Mr. Brawtey. Mr. Colman, in your statement you estimate that the 
total cost of S. 941s $313 million. Is thatthe total cost? 

Mr.Cotman. Yes, sir 

Mr. Brawtey. That includes everything covered in S. 94? 

Mr. Cotman. That is right. 

Mr. Brawtery. Are you acquainted with the cost estimate of $405 
million given this committee originally by the Chairman of the Civil 
Service Commission. 

Mr. Cotman. I thought it was $365 million. I am sorry. 

Mr. Brawtey. They changed that before they testified and added 
another $40 million. They came to the committee with a total cost 
of $405 million. That compares to your $313 million. 

Mr. Cotman. Yes, sir. 
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Mr. Brawtey. In other words, your statement is that the Commis- 
sion’s cost estimate on S. 94 is overstated by almost $90 million. 

Mr. Cotman. No, sir. The benefit statements in S. 94 are quite 
vague in several areas and what estimate you come up with depends 
on the benefit assumptions you make. What I am saying is that I 
believe you can fulfill the intent of S. 94 and the spirit of it and the 
letter of it for a total cost of $313 million. Now I am sure that the 
benefit assumptions I made, in making that estimate, are different t} an 
the benefit assumptions that somebody made when they estimated $405 
million. But I have listed in table 2 of my testimony the benefit as- 
sumptions that I did make, and they are on the record, and that is 
how I got that figure. 


For example, under paragraph 2 of section 9-C— 


benefits which the Commission, after consultation with the Advisory Council, 
finds to be reasonable and desirable with respect to medical and surgical sery- 
ices during such periods of hospitalization. 


That is pretty general language, and you have to make some guess 
as to what that means. I took the best available national Blue Shield 
program and applied it as meeting the intent of that language. 

(Mr. Coleman subsequently submitted the following communica- 
tion: 

) BLUE Cross ASSOCIATION, 
New York, N.Y., May 1, 1959. 
Mr. H. W. Braw Ley, 


Ezecutive Director, Post Office and Civil Service Committee, 
U.S. Senate, Washington, D.C. 


Dear Mr. BRAWLEY: As we agreed yesterday, it seems advisable to record with 
you my understanding of the reasons for the substantial differences between the 
estimates of the total cost to Government and employees of Senate bill 94 as cal- 
culated by me and by the Civil Service Commission. 

The Commission’s estimates were, I understand, computed on the following 
assumptions: 

1. Ninety percent of employees would participate ; 

2. Each participating employee would enroll for a basic program justify- 
ing the use of the maximum Government contribution specified in the bill; 

38. The cost of major medical benefits would be met entirely by Govern- 
ment in addition to maximum amounts of Government contribution per 
employee stated in section 10 of the bill. 

My estimate of the total cost of the bill to employees and Government was 
computed on the following assumptions: 

1. Ninety percent of employees would participate ; 

2. Costs of providing all benefits stated in the bill should be estimated for 
a January 1, 1960, effective date. For benefits not precisely stated in the 
bill, such as those in section 9(c) (2) and section 9(c) (3), the benefits as 
shown in table 2 of my testimony were used and are believed to meet the 
intent of the blli; 

3. The total amount of the Government’s contribution, per employee, in- 
cluding the cost of major medical benefits would in no event exceed the 
maximums stated in section 10 of the bill. 

Obviously, these two fundamentally different interpretations of the bill pro- 
duce different results. The Commission’s estimate is a projection of its interpre- 
tation of the maximums stated in the bill against an estimate of the number of 
active employees who would participate. 

Our estimate is a calculation of the current cost of providing, to the same 
number of employees, benefits as stated in table 2 of my testimony, which meet 
all the specific benefit provisions of the bill and are reasonable benefits to pro- 
vide under the nonspecific benefit provisions of the bill. 

I trust this will help to clear up any confusion growing out of the differences 
in these estimates. 

Sincerely, 


J. D. Cotman, Vice President. 
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Mr. Brawtey. Let’s turn to the cost estimate of $243 million that 
the Commission gave us on the Civil Service Commission plan. I 
believe I am right in stating that their plan provides major medical 
coverage for retiring employees over 65. 

Mr. Cotman. Yes. 

Mr. Brawtey. Has any insurance company in America had any 
experience in providing major medical coverage for people over 65? 

Mr. Cotman. I am sure they have, but I am equally sure it is a very 
limited experience over a very short period of time. Beginning at 
about age 55 the use of health services increases sharply as compared 
with an average population, and so far as we know, it keeps right on 
going up by age. ? 

Now if you apply this to new retirees, the number of people 
affected is very small. I know of no company that has gone back 
and picked up the past retirees such as Senator Neuberger asked about 
and is giving them major medical coverage in any substantial num- 
ber. It may have happened in a small group, but I haven’t heard of 
it in any large employer, who has gone back and done it for past 
retirees. When you get a stable population of retirees, so that you 
have some 85-year old people in there, and know how much long-term 
nursing care they are going to need and so forth, we don’t have that 
kind of experience anywhere that I know of. 

Mr. Brawtey. One other question on the deductible plan: Have 
deductible plans found a market in this country ? 

Mr. Cotman. There are several areas in which—one which comes 
to mind is Cleveland—there was a good deal of talk about deductibles 
as being a desirable thing and the Cleveland Blue Cross plan tried it. 
They spent a substantial amount of money trying to gain acceptance 
for this and the enrollment was very, very small. It was picayunish 
compared to the acceptance of their general service benefit program. 
It was not generally accepted in that trial. 

That is one specific instance. Our general conclusion is that if 
there is a soundly developed service benefit program, it is usually 
the program of choice by an employee group, even when they are 
paying for it themselves. 

Senator Neupercer. Mr. Kerlin? 

Mr. Kerutn. I have no questions. 

Senator Neupercer. Mr. Paschal? 

Mr. Pascuat. I have no questions. 

Senator Neusercer. Thank you very much for presenting us this 
very comprehensive report, Mr. Colman, and you will provide the 
supplementary material at your convenience? 

Mr. Cotman. I will. 

Senator Nevupercer. Our next witness is Mr. Donald B. Straus, vice 
president, Health Insurance Plan of Greater New York. 


STATEMENT OF DONALD B. STRAUS, VICE PRESIDENT, HEALTH 
INSURANCE PLAN OF GREATER NEW YORK, AND LEGISLATIVE 
REPRESENTATIVE, GROUP HEALTH FEDERATION OF AMERICA 


Mr. Srravs. Mr. Chairman, I will take your suggestion, if I may, 
and ask that you put in the record my formal statement and then I 
will speak a little more informally and briefly, if I may. 


39992—59——_9 
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Senator Nevsercer. Your statement will appear in the record in 
full at the conclusion of the oral testimony. 

Mr. Srravus. My name is Donald B. Straus. I am vice president 
of the Health Insurance Plan of Greater New York and I also repre- 
sent this morning the Group Health Federation of America, which is 
an association numbering 24 health plans as members and 18 associate 
members across the country. 

I will speak this morning, however, mainly from my experience 
as an officer of HIP, because that is my greater competence. 

HIP is a nonprofit medical care plan providing comprehensive 
doctor services to some 550,000 persons in New York City. These 
services are given by partnerships of family doctors and specialists 
engaged in group practice. 

This pen was developed during the administration of the late 
Mayor Fiorello La Guardia. Its outlines were first set forth by a 
Committee on Medical Care for the People of the City of New York. 
who were asked by the mayor to define the responsibilities of local 
government and of private enterprise in making modern medical facil- 
ities available to persons of moderate incomes. Because the mission 
given to the mayor’s committee was so similar to the one now before 
your committee, the plan that was recommended to the mayor and then 
late became HIP will, I think, be of interest. 

I think you will also be interested in knowing just why the mayor 
became concerned with this question, from the position of a civil 
servant and head of the city. The fact is simple. He was informed 
by the head of the municipal credit. union that in 1947 over 60 percent 
of the total loans taken out by the municipal credit union were for 
medical coverage and he felt this was indeed an indication of the 
need for this kind of coverage. 

Just before I came down here I got the latest figures from the 
municipal credit union and in 1959 the loans for health purposes had 
been reduced to 10 percent; from 60 percent to 10 percent. And 
most of those were because of hospitalization after the 21-day limit 
of Blue Cross and a few for dental care and things that were not 
covered by our program. 

HIP provides physician services, not cash benefits. Every kind 
of medical skill is made available to subscribers, anywhere (in the 
patient’s home, in doctors’ private offices, a medical group centers, in 
specialists’ offices, in X-ray and diagnostic laboratories, as well as 
in hospitals) and at any time, in any amount, and for as long a period 
as required by the nature of the illness. There are no waiting periods 
for service or exclusions for preexisting conditions, not even preg- 
nancy. There are no extra charges, no deterrents, no financial safe- 
guards beyond the premium except for a $2 charge for a night call 
to the home requested and made between 10 p.m. and 7 a.m. 

The philosophy of prepaid group practice medical care insurance 
is quite different from that of ordinary indemnity insurance. In 
HIP’s case, it was designed specifically to cover a population similiar 
in every respect to the one with which this committee is concerned in 
this Federal bill. 

The structure of HIP, therefore, is rooted in the following funda- 
ments: (1) Medical care should be comprehensive, and should con- 
tain no financial barriers to early diagnostic and preventive medicine 
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which may serve to delay the patient’s early use of the benefits; (2) 
modern medicine can best be administered through group practice— 
teams of physician-specialists, family doctors, laboratory technicians 
and other ancillary medical personnel working together. _ 

And finally—and this point I added because I think it is of great 
concern to you, from the questions I heard and the prior testimony— 
unlimited access to medical care, free of any financial barriers, does 
not lead to patient abuse when extended to a typical employed group 
and is, therefore, actuarially sound. a 

I want to emphasize this last point. Unquestionably you have had, 
as you have indicated this morning, witnesses appear before this com- 
mittee who say you cannot provide people with health insurance at 
a reasonable cost unless you curb their natural desire to get to a doctor 
by imposing a deductible or some other form of coinsurance. 

We simply haven’t found this to be true. In the first place, very 
few people—a statistical cipher—find the doctor’s office such a pleas- 
ant place that they will go there just to use up their insurance. 

Comprehensive plans have not found that easy access to medical care 
leads to abuse. In fact, quite the contrary. We have had to resort 
to all sorts of health education techniques to get certain groups in the 
community to use enough care for their own good. We even have on 
record the case of a man who tried to pay his medical group a fee not 
to have to take the physical we urged him by mail to get and which 
his union expected him to have. 

Of course, in any group thefe are always hypochondriacs, but not 
enough to be an actuarial factor, in our experience at least. All evi- 
dence indicates where there is utilization abuse, it is doctor-generated, 
not patient-generated. 

I refer you to studies conducted on the Windsor, Ontario, plan, 
studies conducted at HIP comparing HIP and Blue Shield experience, 
United Mine Workers’ experience, and other studies which I think 
will support this assertion. 

I think it is important to bear in mind, because it means that those 
who are responsible for developing a health insurance program need 
bear in mind not only the financial mechanisms of the program, but 
also the impact on the organization of medical care. Plans of the 
type I represent are concerned with the organization of medical care, 
its efficient use of facilities and services, and the quality of the care 
rendered, Real economy, not apparent economies hiding inflationary 
costs, can be achieved by this committee if it studies the effect on both 
the financing and the organizing of medical care of the plans it 
legislates. 

Under an indemnity plan, a deductible can be a financial conven- 
ience to keep costs down, not because it eliminates abuse, but because it 
screens out so much needed care. 

In a group practice plan, this is not necessary. We have found, 
from our statistical division, that 50 percent of our services are used 
by 12 percent of our enrollees. And other comprehensive plans have 
found about the same sort of experience. But this does not mean that 
the other 88 percent were abusers, nor that their medical bills were 
inconsequential. It does mean that the deductible was not used as 
a diagnostic screen. Under a deductible arrangement, many of these 
other 88 percent of the population in our plan would have received no 
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benefits. This would admittedly save insurance premiums, but it 
would not be, in our opinion, wise health planning, nor an economy, 
You might even call it pennywise and pencillin foolish. 

Among those 88 percent who seek medical care are those who come 
in for health checkups, diagnostic tests, preventive procedures. We 
encourage these so-called minor services. Under our method of or- 
ganization, they entail no additional claims expenses, and from a 
health viewpoint they are an ae 

I would like to point out that, of course, catastrophic doctor bills, 
under group practice plans, are also covered. There are no charges, 
once the premium is paid, for long-term illnesses, nor for the most 
advanced type of open heart surgery. In recent years there has been 
mounting evidence that the quality of medical care received by sub- 
scribers of HIP is of a high standard. We have been told by inde- 
pendent researchers that more subscribers see a doctor during a year 
than is true for the rest of their fellow citizens. 

Again I want to indicate that in our view this is not unnecessary 
care, but the lack on the part of the ordinary citizen of early diag- 
nosis and health checkups and things which comes under the heading 
of preventive medicine. We are told that pregnant women, for ex- 
ample, see their doctors sooner in the course of their pregnancies and 
more children see a pediatrician. We have been told that prenatal 
mortality rate is lower than for the general community and that our 
population uses, however, 20 perceyt less hospital care in spite of 
the other indications of adequate care of like quality. The signifi- 
cance of this last fact, which incidentally is true for other prepaid 
group practice plans in the country, is worth your careful study be- 
cause its implications on the cost of the program you are contemplat- 
ing are really very significant. 

The purpose of presenting this background to the committee is 
to reinforce the wisdom, in our view, of this legislation in making 
available to Federal employees the advantages of group practice plans 
wherever they are available. Group practice plans may very well 
represent the last line of defense for private medicine under our 
free enterprise economy. Few people realize, as I am sure you do, 
that the United States is the only remaining country of the indus- 
trialized world which does not have a nationalized program for 
virtually all medical care. Every other major country of the world 
has resorted to a form of socialized medicine to meet the economic 
demands and social pressures in providing medical care for its citi- 
zens. Yet, today the essential character of American medicine has 
remained under private auspices. Only by ingenuity and courageous 
innovation can we keep it this way. - 

HIP, like the other prepaid group practice plans in other parts 
of the country, has successfully demonstrated that comprehensive 
medical care can be provided for a moderate premium without extra 
charges. - Other forms of private prepayment plans have also been 
developed in the past decade and have met with success. Through 
the competitive development of new plans tailored to meet specific 
local conditions, the United States can retain the superlative ad- 
vantages of voluntary private medical care for the low- and middle- 
income families. 

That is why I appear here today in support of the basic outlines of 
S. 94, which is before your committee and which contains, we believe, 
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the essential ingredients of a statesmanlike leadership necessary to 
encourage and strengthen the voluntary health movement. If enacted, 
it will legislate free choice of medical care ‘gee for Federal em- 
ployees, and it will recognize that the medical problems of different 
communities require different solutions. 

In closing, I would like to touch on just one point that Mr. Colman 
also touched upon. I have given certain minor modifications which 
we propose for the bill, but the one I wish to draw your major attention 
to has to do with major medical coverage, which, under the present 
bill, ismandatory for all employees. 

I agree with the prior testimony given by Mr. Colman that to have 
the same major medical coverage for all of the covered people would 
result in inequity to, the different individuals because of the different 
levels of the basic comprehensive plan, and therefore we think the 
cost of major medical benefits should be tailored to the specific basic 
plan. 

Just how to do this is, I don’t think of great importance to us. It 
will involve certain administrative considerations on your part. But 
I think the essential point I want to make is that if you have the same 
major medical coverage over different basic plans, it will result in 
unequal treatment of the individuals concerned. I want to thank 
you for the opportunity of appearing before you, and I hope that this 
testimony and the formal testimony I left with you will be of some 
help to you. 

Senator Nreusercer. Thank you very much, Mr. Straus. We will 
take a short recess at this time and then we will have some questions 
for you. 

(Whereupon, a short recess was taken.) 

Senator Neusercer. Come to order, please. 

Mr. Straus, I have only one question, bearing on one: particular 
topic I would like to ask you. I was very impressed with that portion 
of your testimony in which you have strongly took a stand against 
what you call “financial barriers” of a deductibility provision in what 
we are going to work out for Federal employees and I was impressed 
with that and I thought you made a very convincing argument. 

This is what I want to ask you: Under HIP, how ample is your 
protection for major medical and so-called catastrophic illnesses? 

Mr. Straus. First, let me say that HIP is, I am sure you understood, 
coverage for doctor care only. And your question is do we cover the 
catastrophic part of doctor medical bill ? 

Senator Neusercer. That is right. 

Mr. Srravs. The answer is an unqualified yes. 

Senator Neusercer. Suppose the person has a long, complex, diffi- 
cult illness that requires many consultations, all sorts of specialized 
attention, on the part of physicians, and so forth, does HIP provide 
for that? 

Mr. Srraus. It provides for that in full in the following way. We 
pay to each medical group a capitation payment which is perhaps best 
understood by saying it is like retaining a team or firm of lawyers, 
for your problems, only this is a firm of doctors. And they take the 
risk on you being healthy or sick. For that capitation they must give 
you medical care that is complete. 

For example, home calls, office visits, diagnostic procedures, opera- 
tions in the hospital. 
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Now let us assume that in addition to all of the normal illnesses 
that you might have, and the normal surgical types of procedures, you 
need an open heart surgery or brain surgery and you would say well 
now the ordinary group will not have this type of qualified skill in it, 
and you are correct. 

e then have a reinsurance, a special service fund, which has on its 
panel the leading doctors in New York City, who do just these few 
types of operations. For example, in New York City there are only 
a few who do open heart surgery, or delicate operations on the hand. 
If you need those, you then go to these doctors and our arrangement 
with them is that they will perform the operations for the payments 
we make to them and these payments are complete, there are no addi- 
tional charges. 

So it is in fact true that we cover from the smallest home call, 
right through to the most complicated type of operation, without 
additional charges. 

Senator Neusercer. Now you say most complicated type of opera- 
tion. Is it also true you cover a very prolonged illness, for example, 
where it isn’t one opération, but many, many house calls or many 
hospital calls and a great deal of attention to day to day or week to 
week basis ? 

Mr. Srravs. That is also correct. There is no limitation on the 
number of any one of these types or the amount of time or service, 
nor do we cancel people for any medical reason. 

Senator Neupercer. Let me ask this further question: You say you 
take care of the physician’s cost only. Is that correct ? 

Mr. Srravs. That is correct. 

Senator Neupercer. Supposing there are ancillary things, such as 
X-ray picture, laboratory tests, radiation treatments and so on, which 
are very often administered by a physician but aren’t strictly physi- 
cian services. Are they taken care of by HIP or not ? 

Mr. Srravs. They are also taken care of, all X-ray examinations, 
therapeutic X-rays and diagnostic tests. The only exception is if 
you go to a laboratory or rather if you go to the doctor and he in- 
jects you with penicillin, or cortisone, you will pay for just the in- 
jectible, just the material, but not for the cost of doing this. 

Senator Neupercer. I understood. Do you have any questions, 
Mr. Kerlin? 

Mr. Kerurn. Yes, Senator. 

Did your HIP take in persons that were retired, prior to the plan, 
who were retired prior to the plan ? 

Mr. Srravs. We have not yet done that. You mean will we take 
in people who are already retired ? 

Mr. Kerurn. Who retired prior to the time the plan started. 

Mr. Srravs. We have done this in one case. We had a union that 
came and said they wanted to cover retired people, both presently 
retired and formerly retired and we did cover them all, yes. 

Mr. Kerry. Generally, does your plan take in persons who are 
covered by the plan and who will retire in the future ? 

Mr. Srravs. Who will retire in the future? 

Mr. Keruin. Yes. : 

Mr. Srravs. We will cover them as long as the premium is paid. 

Mr. Keri. Is it the same premium ? 

Mr. Srravs. It is the same premium. 
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Mr. Kertin. Does the employer contribute toward the payment of 
that, the same as they do the active employees? 

Mr. Straus. Relatively few of the funds or employers continue to 
pay beyond retirement, so it is not a large group of people. But 
where we do cover retired employees, we have associated them with 
the total population we cover and the effect on the entire plan has 
not. been noticeable. 

Senator Neupercer. Mr. Paschal? 

Mr. Pascua. No questions. 

Senator Neusercer. Thank you very much, Mr. Strauss. We ap- 
preciate your coming here with this very helpful information. 

(The complete statement of Mr. Straus follows :) 


STATEMENT BY DONALD B. Straus, VICE PRESIDENT, HEALTH INSURANCE PLAN OF 
GREATER NEW YORK 


My testimony is presented on behalf of the Health Insurance Plan of Greater 
New York (HIP), of which organization I am the vice president, and on behalf 
of the national organization of group health plans known as the Group Health 
Federation of America, of which HIP is a member. 

The Group Health Federation of America is an organization of various types 
of health plans throughout the United States and Canada. Some of these plans 
are communitywide direct service plans providing comprehensive health care 
to subscribers through the services of groups of doctors, including both general 
practitioners and specialists. Others are health plans established by and pro- 
viding health and medical care for members of one or more labor unions. Still 
others are indemnity insurance plans. All of the member plans of the Group 
Health Federation of America (GHFA) are prepayment plans and the organiza- 
tion seeks to promote progressive voluntary action by groups of people of all 
sorts in solving their problems of health economics. 

Twenty-four health plans are regular members of GHFA. In addition, it has 
18 associate member health plans and 30 other associate members consisting 
of organizations of various sorts, which, while not health plans themselves, seek 
to help support the work of the federation and to push forward -the realization 
of its objectives. Because the experience I bring to this committee has been 
gained primarily as an officer of HIP, I will speak mainly from this background. 

In 1943 the late Mayor Fiorello La Guardia, of New York City, appointed a 
committee on medical care for the people of the city of New York. He asked 
this group to define the “responsibilities of local government and of private 
enterprise in making modern medical facilities available to persons of moderate 
income.” Because this mission was so similar to the one now before your com- 
mittee, the plan that was recommended to the mayor and which later became 
HIP, will, I think, be of interest. 

HIP is a nonprofit medical care plan operating under the laws of the State 
of New York and under the supervision of the State insurance department. It 
provides comprehensive medical benefits to some 550,000 citizens of New York 
City through partnerships of family doctors and specialists engaged in group 
practice. 

HIP provides physicians’ services, not cash benefits. Every kind of medical 
skill is made available to subscribers, anywhere (in the patient’s home, in doc- 
tors’ private offices, at medical group centers, in specialists’ offices, in X-ray and 
diagnostic laboratories, as well as in hospitals) and at any time, in any amount, 
and for as long a period as required by the nature of the illness. There are no 
waiting periods for service or exclusions for preexisting conditions, net even 
pregnancy. There are no extra charges beyond the premium except for a $2 
charge for a night call to the home requested and made between 10 p.m. and 7 
a.m. 

The philosophy of prepaid group practice medical care insurance is quite differ- 
ent from that of ordinary indemnity insurance. It was designed specifically to 
cover a population similar in every respect to the one with which this committee 
is Concerned. 

The structure of HIP is rooted in the following fundamentals: 

1. Medical care should be comprehensive and should contain no financial bar- 
riers to early diagnostic and preventive medicine which may serve to delay the 
patient’s early use of the benefits. 
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2. Modern medicine can best be administered through group practice—teams 
of physician-specialists, family doctors, laboratory technicians, and other an- 
cillary medical personnel working together. 

8. Unlimited access to medical care, free of any financial barriers, does not 
lead to patient abuse when extended to a typical employed group and is, there- 
fore, actuarially sound. 

I want to emphasize this last point. There will undoubtedly be many who ap- 
pear before this committee to say that you cannot provide people with health 
insurance at a reasonable cost unless you curb their natural desire to get to a 
doctor by imposing a deductible or some other form of coinsurance. Well, we 
simply haven’t found this to be true. In the first place, very few people— a stx- 
tistical cipher—find the doctor’s office such a pleasant place that they will go 
there just to use up their insurance. 

Comprehensive plans have not found that easy access to medical care leads to 
abuse. In fact, quite the contrary. We have had to resort to all sorts of health 
education techniques to get certain groups in the community to use enough care 
for their own good. We even have on record the case of a man who tried to pay 
his medical group a fee not to have to take the physical we urged him by mail 
to get, and which his union expected him to have. 

Of course, in any group there are always hypochondriacs, but not enough to 
be an actuarial factor. All evidence indicates that where there is utilization 
abuse, it is doctor generated, not patient generated. 

In its 12 years of operation HIP has proven the validity of each of the three 
fundamentals cited above. The plan today covers more than half a million per- 
sons in the Greater New York area. It provides them with medical care through 
31 medical groups in the Greater New York area and 1 medical group in Columbia 
County, N.Y. 

With one exception (the Montefiore medical group) all of the medical groups 
in HIP are independent partnerships. More than 1,000 physicians are affiliated 
with these group partnerships. The medical groups are paid by capitation, so 
much per enrolled person, not by a fee for each service. Since its start scarcely 
over a decade ago, these doctors have not only provided medical care to ever- 
increasing numbers of New Yorkers, they have also set aside sufficient moneys 
from their premium income to construct a magnificent network of medical cen- 
ters throughout the city and Nassau County. More than $10 million of their 
resources have gone into this development. Any account of the history of HIP 
would be most incomplete without acknowledging the sacrifices and devotion 
of these doctors in making this plan possible. 

Approximately 60 percent of our insured population are employees of the city 
of New York and their dependents, the remainder include members of union 
welfare funds, as well as employees of individual employers and residents of 
housing projects. HIP is one of the options under the health insurance program 
for employees of the State of New York, and we also insure several thousand 
Federal omployees in the New York area who are enrolled in small, self-organized 
groups in which each employee pays his entire premium. 

In recent years there has been mounting evidence that the quality of medical 
care received by subscribers in HIP is of a high standard. One such study found 
that a higher percentage of HIP subscribers see a doctor during a 12-month 
period than does the average New Yorker, that more families use pediatricians 
for the care of children, and a much higher percentage of the families in HIP 
have a regular family doctor. In this connection, it is of interest to note that 
over 50 percent of the services given by HIP are by board qualified or certified 
specialists. 

Another measure of quality of care comes from a study of the prenatal mor- 
tality rate in HIP compared with a matched sample of the general New York 
City public and with New York City patients attended by private physicians. 
The HIP rate was significantly lower than either of the other two groups.” (New 
York City average 38.1 per thousand ; average when attended by a private physi- 
cian 30.1; HIP rate 21.3.) 

Still another study has interesting implications of economies inherent in 
group practice for the total medical economy.’ This study reveals that 20 per- 


Pra iter and Medical Care in New York City,” Commonwealth Fund Book, Harvard 
ress, 1957. 
2 Comparison of prematurity and prenatal mortality in a general population and in the 


pulation of a prepaid group practice medical care plan, American Journal of Public 
ealth, February 1958. 


8 Prepaid medical care and hospital utilization, American Hospital Association, 1958. 
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cent fewer HIP members had to be hospitalized than in a comparable group of 
subscribers with similar hospitalization coverage but with an indemnity pro- 
gram for doctors’ services restricted to the hospital. The findings of this study 
have since been reinforced by two other surveys, one financed by the U.S. Public 
Health Service, the other by the Health Information Foundation, each of which 
has confirmed the same findings of comparatively low rate of hospital use by 
HIP subscribers. 

The significance of these facts can stand underlining. In the last decade 
(1947-57) hospital costs have risen by 178 percent, while the medical care cost 
components outside of the hospital have risen by 106 percent and physicians’ 
costs (the large bulk of which are outside of the hospital) have risen by 83 
percent. It, therefore, is obvious that any medical care program that provides 
more care outside of the hospital, thus reducing the use of in-hospital services 
will substantially reduce the total net cost of medical care for the public it 
serves. 

A growing awareness that group practice results in medical care of a higher 
quality as well as in greater economy is not confined to the New York City 
area or to HIP. Group practice plans have flourished in many other parts of 
the country and have won a widening circle of acceptance. Here in Wash- 
ington, many thousands of Federal employees are well served by the Group 
Health Association. 

In its widely publicized report to the Nation “A Challenge to America,” 
the special studies project of the Rockefeller Bros., Fund had this to say on 
the subject: 

“As medical practice has become more complex and specialized, it has become 
apparent that cooperative efforts among practicing physicians can enhance the 
quality of care given. The first question is how best to achieve this. The 
second is how to pay for high quality medical care so as to spread costs among 
a large group of individuals and families, and over years of high and low 
health costs for each individual or family. The increasing costs of hospital 
and medical care lend urgency to this question. 

“One approach, adopted effectively in some communities, is group medical 
practice, affiliated with a common hospital, and with essentially all costs 
prepaid by the subscribers through family health insurance premiums. The 
range of physician services covered by the fees should be comprehensive in 
scope. The resulting incentives tend to emphasize preventive care and early 
diagnostic services; and to minimize unnecessary hospitalization. We believe 
that this group practice prepayment approach, although by no means suited 
to all communities, could be advantageously adopted by more communities.” 

The purpose of presenting this background to the committee is to reinforce 
the wisdom of this legislation in making available to Federal employees “group 
practice prepayment plans” wherever they are in existence. 

The organization and financing of medical care in the United States today is 
in a State of flux. Within the next decade new patterns are certain to evolve. 
Certainly any program sponsored by the Federal Government cannot afford, 
at this stage, to freeze into existence any present patterns but should instead, 
as this bill provides, encourage continuing development of alternate methods. 

Plans like HIP may very well represent the last line of defense for private 
medicine under our free enterprise economy. Few people realize that the 
United States is the only remaining country of the industrialized world which 
does not have a nationalized program for virtually all medical care. Every 
other major country of the world has resorted to a form of socialized medicine 
to meet the economic demands and social pressures in providing medical care 
for its citizens. While even in America there are many areas now recognized 
as the proper province of direct governmental assistance, e.g., research, hospital 
construction, and care of the medically indigent—and other areas are under 
debate—the fact remains that the essential character of American medicine is 
established under private auspices. Only by ingenuity and courageous innova- 
tion can we keep it this way. 

HIP, like several other prepaid group practice plans in other parts of the 
country, has successfully demonstrated that comprehensive medical care can 
be provided for a moderate premium without extra charges. Other forms of 
private prepayment plans have also been developed in the past decade and have 


4Personal consumption expenditures as reported by the U.S. Department of Commerce, 
Office of Business Economics, and quoted in the Journal of the American Medical Associa- 
tion, vol. 169, No. 6, Feb. 7, 1959. 
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met with success. Only through the competitive development of new plans 
tailored to meet specific local conditions can the United States retain the super- 
lative advantages of voluntary nongovernmental medical care for iow- and 
middle-income families. 

S. 94, now before your committee, contains, we believe, the essential ingre- 
dients of statesmanlike leadership to encourage and strengthen the voluntary 
health insurance movement. If enacted, it will legislate free choice of medical 
care plans for Federal employees, and it will recognize that the medical prob- 
lems of different communities require different solutions. 

I would now like to comment briefly on certain details of the bill. I would 
first like to discuss the desirability of amending section 5 (c) and (d) and 
section 6 to permit the major medical portion of the program to be tailored to 
the needs of each of the basic programs in the Federal employees’ health benefits 
plan. The cost of the major medical coverage, as defined in this bill, will differ 
radically, depending upon the scope of benefits covered under the basic program. 
The cost of a major medical program which covers “75 percent of the amount. by 
which the covered medical, surgical, and hospital expenses exceed-the sum of 
any cash or service benefits provided” (sec. 6(c) (1) ), will certainly be less when 
combined with a basic plan that covers diagnostic care and home and office care 
outside of the hospital than when coupled with a basic plan limited to in-hospit*| 
benefits. For those employees who choose more comprehensive basic coverage, 
the Government contribution toward the cost of major medical should be less, 
to reflect the lower cost, and, therefore, the Government contribution should 
be proportionately greater toward the cost of the basic coverage. 

We have studied the suggested amendments forwarded to you by Mr. J. D. 
Colman, vice president of the Blue Cross Association, to cover this point and 
we find them acceptable. We urge that this committee make these revisions. 
Not to do so would result in serious discrimination against individuals who 
choose the more comprehensive forms of medical care coverage. 

Page 2, line 24: In this bill, dependents are defined more broadly. For an 
indemnity plan, the coverage of dependents above the age of 18 is usually very 
inexpensive, because this is an age of low utilization, but for group practice plans 
that pay to.a medical group identical capitation for every person covered, such 
extended coverage can become quite expensive. Coverage after the 18th birth- 
day could be made optional, with the additional premium to be paid by the 
employee when this coverage is available. 

Page 9: The bill does not require that an employee enroll all of his eligible 
dependents. We believe that full family coverage shoud be encouraged. “Fam- 
ily option’ may be unsound both from the viewpoint of public health as well as 
actuarial considerations. It is desirable for all members of the family unit 
to have similar coverage and to receive their medical care from the same source. 
It is actuarily unstable to permit the head of each household to decide whether 
or not ot cover his dependents. 

Page 9, line 14: Provision is made for each employee to transfer to another 
plan on the anniversary of his enrollment. While we strongly favor transfers 
between plans, this provision is cumbersome to administer and would increase 
the administrative cost of the program. An annual transfer date for all insured 
employees in an area or a department would at the same time provide an oppor- 
tunity for the carriers to conduct a reopening campaign for unenrolled employ- 
ees and would greatly simplify the administration of transfers for carriers and 
Federal agencies alike. 

Page 10, line 19: It is suggested that this line be amended to read “consist of 
but not be limited to.” This would enable the Commission to explore the possi- 
bility of extending coverage to other areas of medical expense such as ambulance 
service, nursing care, therapeutic drugs, ete. 

Pages 14 and 15: Assurance of continuing coverage after retirement should 
be part of any Federal health benefit program. HIP has pioneered in providing 
a direct payment policy enabling an insured employee to enjoy fully comprehen- 
Sive benefits upon retirement. Most plans today restrict benefits after retire- 
ment or conversion. To assure continuity of benefits it would be desirable, for 
the sake of actuarial stability, to require a minimum period of coverage prior 
to retirement in the plan in which the employee will continue after retirement. 

Page 16, line 10: Retroactive service reinstatement cannot be accomplished 
in direct service plans, but this period of interim retroactive coverage may be 


provided through some special arrangement in these cases, i.e., an indemnity 
payment. 
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In addition to the above comments and suggestions, the bill might be further 
clarified in section 5 if it is made perfectly clear that an employee who elects 
medical service coverage under “(d) group practice prepayment plans” must 
also elect to be covered for hospital benefits under the same plan or one of the 
other plans approved by the Commission. 


Senator Neusercer. The next witness is Mr. Mike Gorman. 


STATEMENT OF MIKE GORMAN, EXECUTIVE DIRECTOR, NATIONAL 
COMMITTEE AGAINST MENTAL ILLNESS 


Mr. Gorman. Mr. Chairman, I appreciate coming on out of sched- 
ule but I am due in Philadelphia early this afternoon. 

Senator Neusercer. We are happy to accommodate you. 

Mr. Gorman. I would highlight, if Imay, Mr. Chairman, the major 
points of my short statement. I would like to say this, that what 
may seem a somewhat nongermane point in this bill is to me terribly 
basic, that a total area of illness which fills more than 53 percent of 
the beds in this country, and the additional fact that 2 million people 
were treated for mental illness in this country last year, there is this 
broad pattern of exclusion. 

Of course I have had many years of experience, Mr. Chairman, 
with these insurance plans as staff director of the President’s Com- 
mission on Health Needs of the Nation and that has been a long and 
wearisome and sometimes ulcerating battle, to convince our actuarial 
friends that mental illness is both coverable and a very important 
need in this area. 

Now I say in my prepared statement, Mr. Chairman, that there is 
a broad pattern of discrimination against coverage of mental illness 
in health insurance plans throughout the country. I am testifying 
here today because I do not want to see this vicious discrimination ex- 
tended to health insurance coverage for employees of the Federal 
Government. 

As I understand S. 94, the bill introduced by Senator Johnston 
covering these matters, section 5 gives the employee the right to 
select any of the major health insurance plans now in existence. 
However, section 12 empowers the Civil Service Commission, after 
consultation with the Federal Employees’ Health Benefits Advisory 
Council, to prescribe regulations fixing minimum standards for par- 
ticipating health insurance plans. 

During the past several years, I have devoted a great deal of time 
to documenting the situation with regard to health insurance cover- 
age of mental “illness, and I have testified before a number of State 
legislative committees studying this question. 

I wonder if I might not submit for the record the statement I de- 
livered last November before the New York State Joint Legislative 
Committee on Health Insurance Plans? 

Senator Neupercer. It will appear in the record at this point. 

(The report follows :) 


STATEMENT AT Pusitic HEARING, NEw YorK STATE JOINT LEGISLATIVE COMMITTEE 
ON HEALTH INSURANCE PLANS, NOVEMBER 13, 1958 


By Mike Gorman, Washington, D.C., Executive Director, National Committee 
Against Mental Illness 


Senator Metcalf and members of the committee, I feel it a particular privilege 
to testify before this very important committee this morning, because I know 
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of no greater problem in the field of mental illness than the inability of most 
people afflicted by emotional disturbances to pay for the psychiatric care which 
they so desperately need. 

Sigmund Freud, the father of modern psychiatry, was deeply aware of the 
economic barrier which prevented the great masses of people from gaining ac- 
cess to psychiatric treatment. Toward the close of a life dedicated to the relief 
of suffering humanity, Freud wrote that “at present we can do nothing for the 
crowded ranks of people who suffer exceedingly from neuroses”. 

Looking a bit into the future, Freud expressed his hope for the dissemination 
of psychiatric care to the great masses of people in the following words writ- 
ten in 1919: 

“Now let us assume that by some kind of organization we were able to in- 
crease our numbers to an extent sufficient for treating large masses of people. 
Then on the other hand, one may reasonably expect that at some time or other 
the conscience of the community will awake and admonish it that the poor man 
has just as much right to help for his mind as he now has to the surgeon’s means 
of saving his life; and that the neuroses menace the health of a people no less 
than tuberculosis, and can be left as little as the latter to the feeble handling 
of individuals.” 

In 1958, some 40 years after the aforementioned statement by Freud, there 
appeared a remarkable book “Social Class and Mental Illness” by Dr. Frederick 
C. Redlich and Dr. August B. Hollingshead of Yale University. In essence, 
this book is a meticulously detailed study of the economic factors involved in 
the availability of psychiatric care to the American people. It includes a study 
of the psychiatric care available to, and the economic costs borne by, close to 
2,000 patients and their families. 

The patients studied in the survey were divided up into five classes according 
to their residence, occupation, and formal education. These criteria basically 
reflected their economic status. They ran the scale from the wealthy group in 
class I to the low-income group in class V. 

At the outset of the 8-year study, the authors posed this fundamental question : 
one expenditares on psychiatric care linked to the class status of the pa- 

ents?” 

They have produced 400 pages of documentation in answering the question 
affirmatively. Since this committee is most interested in the care of psyciatric 
patients in general hospitals or in private mental hospitals, I will restrict most 
of the data to that area. The class V patients—the low-income group—rarely 
use any general or private psychiatric facilities. In the other four classes, the 
length of hospital stay is directely related to the pocketbook. For example. 
the average length of stay for the class I group is 138 days as against 27 
days for the low-income group IV patients. Furthermore, the authors docu- 
ment the very interesting point that the wealthy patients even get much better 
discount rates based upon their class position. 

“Clearly, a patient’s class status is linked to the length of time he remains 
in a private mental hospital. * * * Private mental hospitals are oriented pri- 
marily toward the aristocratic tradition,” the authors report. 

They also explode the sacred myth of charity care for indigents in the 
following incisive comment: ; 

“The folklore of medical practice fosters the belief that a considerable portion 
of patients are carried free by practitioners. This helief may be true in the 
general practice of medicine, but it needs to be modified before it fits the facts 
of private psychiatric practice. Only nine patients were carried free by private 
practitioners, and no psychiatrist carried more than one free patient * * *. 
Not a single psychoanalyst and analytically oriented private practitioner is 
treating a patient free, although a few patients are treated at slightly reduced 
fees.” ' 

I was most shocked by the amount of caste distinction prevalent in public 
psychiatric clinics. I was under the impression that these clinics treated all 
people equally, regardless of social staus. The Redlich and Hollingshead study 
flatly refutes this. Leaving aside class I patients, who rarely use a public 
clinic, the survey documents the fact that class II patients receive the most 
therapy and class V patients the least, leading the authors to conclude that 
“the subtleties of status enter into the practice of psychiatry in clinics as well 
as in private hospitals and in private practice.” 

The economic discrepancies are really appalling in this so-called democracy 
of ours. For example, the average cost of caring for the class I and II well- 
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heeled psychotics in private facilities is approximately $3,400; the cost for the 
low-income class V psychotic is $13. Some of the bills for the care and cultiva- 
tion of wealthy psychotics are really staggering. One family studied in the 
survey paid $160,000 over 9 years for analytic therapy and treatment for a 
family member in four private hospitals, and they received heavy discounts 
from each hospital. 

All of this data, and much more which limitations of space prevent me from 
introducing, led the authors to this somewhat bitter summation. : 

“Social inequalities in treatment are seen most clearly among schizophrenic 
patients. The class IV or V schizophrenic, once cast off by his family ‘and com- 
munity, many receive one or two series of organic treatments in a public hospital. 
If these treatments do not succeed, the patient drifts to the back wards where, 
in stultifying isolation, he regresses even more into a world of his own. Rarely, 
however, do we see in the class I or II schizophrenic patients in private hos- 
pitals, who may get the benefit of psychotherapy and environmental treatment, 
deterioration comparable to what we see regularly in the chronic wards of the 
State hospitals. Indeed, in wealthy families who can afford to provide show 
farms and boatyards as occupational therapy for their schizophrenic scions, we 
have observed over a period of years unmistakable schizophrenic symptomatology, 
but little deterioration * * *. These differences add up to deep social fissures 
in phychiatric treatment, such as we do not encounter in the rest of medicine with 
the possible exception of peacetime cosmetic surgery.” 

The Redlich-Hollingshead data is but one of a number of impressive studies 
of the economic problems involved in getting psychiatric care. At the 1957 con- 
vention of the American Psychiatric Association, Mrs. Edith Alt, of the Health 
Insurance Plan of Greater New York, presented some interesting figures on in- 
come levels in relation to obtaining private psychiatric care. A study of the sub- 
scribers to HIP revealed that only about 10 percent of the group is in a financial 
position to buy even minimal private psychiatric care. She pointed out that a 
family of four with an income of $10,000 would not have much more than $20 a 
week for payment of psychiatric fees. At the present level of private psychiatric 
fees in New York, this would buy from 30 to 45 minutes a week of psychotherapy. 
On the basis of a great deal of data collected by her organization, Mrs. Alt con- 
cluded : 

“It is probably no exaggeration to acknowledge that this challenge of pro- 
viding psychiatric care, particularly on an ambulatory basis, for low and middle 
income groups may well head the list of unresolved health service problems 
facing our country.” 

The solution to this critical problem seems to me rather simple. The non- 
profit and commercial insurance companies must cease and desist from any fur- 
ther discrimination against mental illness in their basic policies. The present 
insurance coverage of mental illness is sporadic and really an actuarial joke. Let 
me cite you a few examples taken from the 1955 official Blue Cross Guide pub- 
lished by the Blue Cross Commission. 

If you live in the Commonwealth of Pennsylvania, the insurability of acute 
mental illness depends upon the city in which you reside. If you live in Harris- 
burg, you are entitled to only 10 days of hospital coverage during your entire 
lifetime. In Philadelphia, with the same illness, you can get 20 days of hospital- 
ization a year, and in Allentown you can get 30 days a year. If you live in 
Pittsburgh, you can stay in the hospital until your malady is diagnosed as mental 
illness. At that awful moment you are no longer covered, and you have to either 
pay out of your own pocketbook or get out of the hospital. 

As you members of the committee know, the situation in New York is even 
worse. In the city of Buffalo, where we are presently assembled, you are covered 
until diagnosed. The same holds true for the capital city of Albany. If you live 
in Syracuse, Utica, Watertown, or Jamestown, you better not get mentally ill— 
you can’t get one single solitary day of coverage in your entire lifetime. If you 
live in the great city of New York, you get only 10 days a year if they use the 
shock machine cn you. If they do anything else, such as psychotherapy, you 
are not covered. However, you can get 21 days of surgical coverage from the 
day of operation, although I don’t know what this covers outside of the possible 
removal of the patient’s head. 

If you live in other parts of the country, you are much more fortunate. In 
Cleveland and Cincinnati, you can get from 70 to 120 days a year of hospital 
coverage for mental illness. If you live in the empire of Texas, where everybody 
is supposed to be normal, you can get 70 days of hospital coverage for each 
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confinement. If you live in California, for once it is better to live in Los Angeles. 
You can get 70 days of coverage in Los Angeles, but if you live in Oakland, for 
example, you get none. 

The whole thing is actuarially absurd. For example, Cleveland Blue Cross 
can cover mental illness for 120 days in a year, but Columbus Blue Cross can’t 
cover it at all. It is the same kind of illness, it has pretty much the same kind 
of diagnosis, and yet geographic location pretty much determines the length of 
coverage. 

Why these differences in coverage? They really reflect two important factors— 
the varying prejudices of individual insurance companies and the general apathy 
of the public. 

Take the example of one of the most enlightened insurance companies in the 
country, Cleveland Blue Cross. In 1934, when it was founded, it provided 21 
days of hospital care for physical illness, but it specifically excluded “nervous 
and mental conditions.” In 1939, the 21 days of coverage was extended to 
mental conditions. Between 1945 and 1953, the days of coverage were extended 
from 21 days per year for physical and mental illpess to 120 days per year. 

How did Cleveland do this? As John R. Mannix, executive vice president of 
the Cleveland plan, explained to the American Psychiatric Association last year, 
it came about “only as a result of public demand and could come only as fast 
as the public was willing to meet the necessary cost of such care on a prepayment 
basis.” What does it cost the average family in Cleveland? It costs $12.40 a 
month for a comprehensive 120-day semiprivate contract and a broad medical- 
surgical contract covering both physical and mental illness. It is important to 
note also that Cleveland Blue Shield provides the same physicians’ benefits in 
psychiatric cases as in other medical cases. Like the hospital plan, these benefits 
cover physicians’ services in hospitalized cases for a period of 120 days. 

Some actuaries say that the addition of psychiatric care to insurance cov- 
erage will bankrupt the companies. What are the facts? Cleveland Blue Cross 
has been covering mental illness for approximately 20 years. The cost of such 
eare has been running somewhat less than 1 percent of total hospital claims of 
all types. 

Then there is the old bromide about the length of hospital stay of psychiatric 
patients. In other words, people love schizophrenia so much that they will do 
anything to prolong its miserable course. What are the facts? While the Cleve- 
land Blue Cross plan provides 120 days of hospital care for mental illness, the 
average length of stay of psychiatric patients is only about 30 days. Further- 
more, insurance actuaries argue that as you increase the insurance coverage of 
mental illness, you will prolong the hospital stay of psychiatric patients. The 
Cleveland experience is exactly the reverse of this. Although the days of cov- 
erage were extended from 21 to 120 days between 1945 and 1953, the average 
length of stay of the psychiatric patient decreased from 37 days in 1947 to 29 
days in 1956. This latter figure is undoubtedly due in great part to improved 
treatment procedures now available to psychiatric patients. 

The Cleveland Blue Cross experience is now atypical; it is really quite repre- 
sentative of the experience of most insurance plans which cover mental illness 
without discrimination. Take the cost of hospital coverage. Dr. Louis Reed, 
formerly a health economist with the U.S. Public Health Service and one of the 
Nation’s top authorities on health insurance, made a comprehensive study of the 
costs of coverage of mental illness which he reported to the American Psychiatric 
Association. 

“As regards costs, at present about 2 percent of all patient days in short-term 
general hospitals are provided to patients in the psychiatric units of these hos- 
pitals. This should indicate that on the basis of prevailing practices, full cover- 
age of psychiatric cases in the general hospitals should not increase a plan’s 
cost by more than 2 percent,” Dr. Reed told the association. “* * * One Blue 
Cross plan, which covers mental cases for up to 120 days in general hospitals 
and 30 days in other hospitals, reports that its payments for mental, psychoneu- 
rotic, and personality disorder cases amount to 3.2 percent of its total in-patient 
payments. An insurance company estimates that under its basic hospitalization 
plan, 3 to 5 percent of its hospital expense is for psychoneurotic disorders.” 

The National Association of Private Psychiatric Hospitals recently issued 
a study which confirms both the findings of Dr. Reed and of the Cleveland Blue 
Cross plan. For example, it reports the actuarial experience of the Dallas Blue 
Cross plan, which since 1941 has covered mental and emotional illnesses, alco- 
holism, and drug addiction without discrimination. In a cost study of more than 
12,000 consecutive patients, mental, and emotional disorders accounted for 
only 2.7 percent of the total claims of the Dallas plan. Compared to this, tumor 
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eases accounted for about 5 percent of the claims, and heart diseases between 
5 and 6 percent of the claims. 

The persistent myth about the excessive length of hospitalization for psy- 
chiatric illness is also exploded by much additional data across the country which 
corroborates the Cleveland Blue Cross experience. For example, Blue Cross of 
Southern California reports that mental and emotional cases have an average 
hospital stay of 15.8 days as against 45.8 days for tuberculosis and 13.9 for 
virus diseases. 

At the Syracuse hearing of this committee, you received evidence from the 
managing director of the Rochester Blue Cross plan that the average stay in 
a psychiatric facility is about 21 days, from which he concluded that a 30- 
day hospital benefit is sufficient for the vast majority of patients. At that same 
hearing you received impressive data from Strong Memorial Hospital, which has 
one of the finest psychiatric wings in the Nation. Over a 10-year period, Strong 
Memorial has given an average of 11,000 in-patient days of care a year to about 
700 patients. The average hospital stay in the psychiatric wing has been about 
16 days. Over 90 percent of the patients treated at Strong Memorial have been 
discharged back to the commuhity, their jobs, and normal productive lives. 

All of the aforementioned data, and much more which time prevents me 
from including, offer incontrovertible evidence that emotional illness can, and 
should be, covered for a minimum of 30 days a year by every health insurance 
plan. Furthermore, I want to make it crystal clear that this should be included 
in the basic coverage of the plan. I am against an extra rider’for mental illness 
which asks the family to pay an extra charge for this coverage. This is actuarial 
nonsense. If the insurance companies of America cannot cover the most preva- 
lent illness in the Nation in their basic policies, they really forfeit the right to the 
patronage of the people. 

I know that there are serious and controversial problems involved in the 
rising costs of Blue Cross premiums due to increased professional salaries, a 
rise in the cost of equipment, and increased demands for a higher level of 
hospital care. Rate adjustments have had to be made, here in New York and 
elsewhere. 

However, I do not think that Blue Cross and Blue Shield rates should be as 
high as they are. At public hearings of the President’s Commission on the 
Health Needs of the Nation, of which I was staff director, we received an enor- 
mous amount of data indicating excessive overhospitalization of patients by 
doctors. One reason for this overhospitalization lies in the narrow limitation 
of many insurance contracts. For example, in thousands of cases patients are 
hospitalized for diagnostic procedures which are not covered if given outside of 
the hospital. I think these procedures should be covered on an out-patient 
basis; health insurance must reach the point where it covers physicians’ care in 
the office or the clinic. 

Doctors have additional reasons for hospitalization of patients. It is conven- 
ient for them to have the patients in one place so that they can make quick morn- 
ing rounds and then get on to the 50 patients in thé waiting room at their office. 
Furthermore, in this way the doctors are assured that their bills will be paid, 
and this is no minor incentive in the overhospitalization of patients. 

Many of the thoughtful leaders of the insurance industry have pleaded with 
the medical profession to stop killing the golden goose which feeds them. Many 
leaders of Blue Shield, the doctors’ own plan for coverage of surgical expenses, 
have warned their colleagues against excessive surgical procedures which are 
threatening the solvency of a number of Blue Shield plans. They remember, 
with some bitterness, the Blue Shield scandals in California a few years back 
when more than a million dollars in excessive and false billings by the doctors 
themselves threatened the very future of that plan. 

Organized labor is pretty well fed up with some of these practices. For a 
number of years, the United Mine Workers tried to cover their workers in a 
contractual plan with the doctors. It failed. Dr. Warren Draper, the former 
Deputy Surgeon General of the U.S. Public Health Service and now executive 
medical officer of the United Mine Workers, has presented evidence to the Amer- 
ican Medical Association on a number of occasions of the false and excessive 
billings his organization was saddled with by doctors in Pennsylvania, West 
Virginia, and elsewhere. 

On the basis of this unfortunate experience, the United Mine Workers has set 
up its own hospital and medical care plan. Within the past year the United 
Auto Workers have begun to move in the same direction, and just 2 weeks ago 
the newspapers reported that the United Steel Workers of America are planning 
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a similar hospital and medical care system of theirown. I mention these develop- 
ments because they directly concern this hearing today. I strongly favor the 
continuance of voluntary health insurance in America. But I say, categorically, 
that its days are numbered if it continues to jack up its premiums because of 
overhospitalization and excessive billings by the medical profession. 

Mr. Chairman, there is no doubt in my mind that every health policyholder in 
the State of New York can be covered for a minimum of 30 days per year for 
psychiatric illness. I am delighted that the Rochester Blue Cross has pioneered 
in this coverage, and I hope that its example will persuade other Blue Cross 
and insurance companies in the State to cover mental illness for the same length 
of time. 

If persuasion does not work, there are several alternatives. These plans are 
licensed by the State of New York, and their rates are subject to approval by the 
State insurance commissioner. I think no health insurance plan in the State 
should continue to receive a license if it refuses to cover psychiatric illness for at 
least 30 days per year. If the State insurance commissioner needs some per- 
suasion on this matter, then it might be necessary for this distinguished commit- 
tee to prepare legislation making it mandatory for all health insurance plans 
licensed in the State of New York to cover psychiatric illness. 

Mr. Chairman, we are on the move in this State and in the Nation in the 
provision of an increased number of beds in general hospitals for the care of 
psychiatric illness. However, too many of these. beds are out of the economic 
reach of the average citizen. The only solution is complete and nondiscrimina- 
tory coverage of psychiatric illness so that these beds and these facilities can 
achieve their full treatment potential. 


Mr. Gorman. For the information of this committee in its task of 
drafting an adequate bill for Senate action, may I submit the following 
data relating to health insurance coverage of mental illness: 

1. The nonprofit health insurance plans—Blue Cross and Blue 
Shield—do the poorest job of covering mental illness. 

In November 1957, the Council on Mental Health of the American 
Medical Association brought together the chairman of the mental 
health committees of the 48 State medical associations to discuss the 
critical problem of actuarial discrimination against mental illness. 
In a report released last November, the AMA Council on Mental 
Health noted that the 86 Blue Cross plans analyzed, 39 gave no cover- 
age for psychiatric patients, and 31 gave limited benefits varying from 
7 to 30 days of hospitalization. Only 13 covered psychiatric illness 
with no special restrictions. 

On the basis of these and other findings, the AMA Council on Men- 
tal Health issued a forthright recommendation in 1958 that— 


psychiatry is an integral part of medicine, and the psychiatric patient should 
receive the same consideration as the medical patient in all Blue Cross-Blue 
Shield and other voluntary health insurance plant. 


For a number of years the American Psychiatric Association has 
battled valiantly for coverage of mental illness in Blue Cross-Blue 
Shield plans. In October 1954, after a year’s study by a special com- 
mittee, the governing council of the American Psychiatric Association 
passed the following resolution : 


Whereas many Blue Cros and Blue Shield policies either refuse entirely 
to cover nervous, mental, or emotional disorders, or seriously restrict such 
coverage hy imposing severe limitations : Therefore be it 

Resolved, That the council of the American Psychiatrie Association hereby 
records its protest against Blue Cross and Blue Shield policies which dis- 
criminate against patients with nervous, mental, or emotional disorders and 
against services rendered by psychiatrists ; and be it further 

Resolved, That all individual members of this association and each district 
branch and affiliate society be urged to do all they can to see to it that the same 
coverage is provided for nervous, mental, or emotional disorders and for psychi- 
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atric services as for other conditions in all local and statewide Blue Cross and 
Blue Shield policies. 

The APA resolution failed to break down the entrenched resistances 
of most of the Blue Cross plans. Testifying in November 1958 before a 
New York State Joint Legislative Committee on Health Insurance 
Plans, Dr. Mathew Ross, medical director of the APA, sadly admitted 
that— 
we are faced with a most frustrating situation in which mental illness is isolated 
out from the other diseases in the primary health insurance structure of the 
Nation. It is a fundamental impediment to further progress in our field. We 
have labored for years, and with considerable success, to convince the public 
that mental illnesses are as much human diseases as any others. But how 
frustrating to the effort when the insured citizen finds that his health insurance 
plan excludes mental illness. What conclusion can he draw other than that mental 
illness is hopeless? This handicap must be overcome. 

Testifying before the same New York State legislative committee, 
which held a prolonged series of hearings during 1958, I stated that 
“the present Insurance coverage of mental illness is sporadic and 
really an actuarial joke.” 

I cited a number of examples for the benefit of that committee. 
In New York State only one Blue Cross plan—the Rochester plan— 
provides 30 days of hospitalization for mental] illness. The New York 
City plan is so surrounded with restrictions that Dr. Louis Reed, a 
national authority on health insurance, told the New York legislators 
that “to all intents and purposes the New York City plan may be said 
to exclude hospitalization for mental cases.” 

From this kind of umbrella indictment, Mr. Chairman, I would 
like to exclude the health insurance plan of New York but in all good 
conscience I cannot. They do a very poor job in the psychiatric 
areas. I have told them over the years they have the same cotton- 
mouthed attitude toward mental illness that most others have and I 
find it disappointing. 

The fantastic confusion and the varying kinds of discrimination are 
almost unbelievable. For example, in the State of Ohio, Cleveland 
Blue Cross covers mental illness for 120 days in the year, but Colum- 
bus Blue Cross in the same State refuses to cover it at all. It is the 
same kind of illness, it has pretty much the same kind of diagnosis, 
and yet geographic location pretty much determines the length 
of coverage and frequently the availability of coverage. 

I think it is also important to note that all of the arguments used 
by the health insurance companies for not covering mental illness— 
and they are legion in number—hold little water when analyzed. 

For example, some actuaries argue that the addition of psychiatric 
care to insurance coverage will bankrupt the companies. Cleveland 
Blue Cross has been covering mental illness without discrimination 
for approximately 20 years, and the cost of such care has been running 
about 1 percent of total hospital claims of all types. 

That comes from the executive vice president of Cleveland Blue 
Cross, Mr. John Max. 

The Dallas Blue Cross plan, in a cost study of more than 12,000 
consecutive patients covered since 1941, reported that mental and emo- 
tional disorders accounted for less than 3 percent of the total claims it 
paid out. Compared to this, tumor cases accounted for about 5 per- 
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cent of the Dallas Blue Cross claims, and heart disease between 5 and 
6 percent of the claims. 

There is also the only myth about the excessive hospital.stay of 
psychiatric patients. In other words, patients love schizophrenia so 
much they will cling to the bed. Again the facts refute this. Ina 
lengthy study recently reported, Blue Cross of Southern California 
notes that mental and emotional cases have an average hospital stay 
of 15.8 days. 'The Rochester Blue Cross plan has reported an average 
hospital stay for psychiatric illness of about 21 days. 

Mr. Chairman, I cite the above data because Federal employees 
living in these major cities will be subjected to the varying whims 
and prejudices of local Blue Cross plans or commercial plans. For 
example, if a Federal employee in Cleveland selects Cleveland Blue 
Cross as his health insurance plan, under the options in S. 94, for 
basic coverage, he will be covered for 120 days of hospitalization for 
mental illness in any year. However, the Federal employee in Co- 
lumbus, Ohio, who selects Columbus Blue Cross will receive no 
coverage for mental illness under the present system. 

For Federal employees living in Washington, D.C., or in the out- 
lying areas of Maryland and Virginia, the situation is about as bad 
as anywhere in the country. Of course, here we have a great con- 
centration of Federal employees. 

Group Hospitalization of the District of Columbia covers nervous 
and mental disorders in its standard contract for only 10 days a year, 
and in general hospitals only. Maryland Hospital Service covers 
mental illness until it is diagnosed as such. At that painful and evil 
moment, I presume you have to either pay out of your own pocketbook 
or get out of hospital. 

In the sovereign State of Virginia, confusion is sovereign. In the 
Lynchburg-Piedmont area, mental illness is covered for 35 full benefit 
days and 35 partial benefit days in contracting hospitals only. In 
Richmond and its environs, you are allowed the same miniscule 10 
days a year as the nonsovereign residents of the District of Columbia. 

In the Norfolk-Tidewater area, you are allowed 7 to 10 days at the 
individual hospital’s discretion—a most peculiar bit of actuarial 
business. 

Finally, in the Roanoke area, you are allowed $4 to $5 a day for 
21 to 35 days in special institutions. Since there are only one or two 
special institutions for psychiatric disorders in that part of Virginia, 
your opportunity to squander $5 a day on superior psychiatric treat- 
ment is somewhat limited. 

A pretty sorry pattern? Yes, but don’t climb over the mountains 
into West Virginia looking for the millenium. Four of the six Blue 
Cross plans in that State refuse to give you a single day’s coverage 
for mental illness. In other words, it doesn’t pay at all to go crazy 
in West Virginia. 

However, in Huntington, you are allowed $5 a day for 30 days 
with only one limitation—you get this coverage only once in your 
entire lifetime. 

Charleston Hospital Service does the only decent job of coverage 
of mental illness—it allows 60 days at regular benefit rates. I have 
some additional addenda which I won’t go into which was for the 
benefit particularly of Senator Yarborough, who has disappeared, 
and it is somewhat difficult for me to admit, as an Oklahoman, I don’t 
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want to make any implications of it. I am sure that is not true. I am 
sure Texas, as usual, has been progressive. I realize there is a general 
reluctance on the part of an individual to accept the fact that he or a 
member of his family may become mentally ill. However, par- 
ticularly writing legislation of this grave importance, we have to 
face up to the prevailing facts. 

Mental illness today is the most common disease in this country. 
It fills more than 50 percent of our hospital beds. Last year 2 mil- 
lion people were treated in hospitals, clinics, and by private physicians 
for various psychiatric disorders. A number of careful professional 
surveys of individual areas of the country have substantiated the fact 
that 1 in every 10 people in this country is in need of some form of 
psychiatric help. 

So serious is this situation that Dr. Gunnar Gundersen, president 
of the American Medical Association, recently stated that the inci- 
dence of mental illness has reached such alarming proportions that it 
must be termed a national and worldwide epidemic. 

There is another point which cannot be stressed too often. With 
the advent of the new drugs and the training of thousands of addi- 
tional psychiatrists and other psychiatric personnel, mental illness is 
now a highly treatable and highly curable disease. As Dr. Karl 
Menninger has pointed out on so many occasions, the treatment of 
mental illness has an excellent prognosis as compared to the treat- 
ment of many other major diseases. 

Senator Frank Carlson, a member of this committee, told the Sen- 
ate in 1957 of the 80 to 90 percent of first admissions for mental ill- 
ness in the State of Kansas who were returned to their homes within 
6 months to a year. I wish that were true of many of the other ma- 
jor disease entities. 

The emphasis in this kind of successful treatment is on an early at- 
tack on the illness. It is therefore no answer to the problem to point 
out that long-term psychiatric illness may be covered under the ma- 
jor medical expenses insurance provided in S. 94 or provided also in 
the Civil Service Commission bill. The new trend in psychiatry in 
this country is toward early treatment in the psychiatric unit of a gen- 
eral hospital, and it is this treatment which must be covered by the 
basic Blue Cross policy, or comparable policies. 

Most of this discussion has been confined to Blue Cross-Blue Shield 
beeause of its discriminatory practices. I think it only fair to state 
that the commercial health insurance companies have a much better 
record in coverage of mental illness, particularly under group health 
insurance policies. They do not do as well under individual com- 
mercial health insurance policies. In fact, in most major cities in this 
country today, the Federal employee wanting psychiatric coverage 
for himself and his family would have little choice but to elect a com- 
mercial health insurance plan. 

I am just saying in this area; I am not suggesting any other areas. 
All of the foregoing variables in coverage of mental illness lead one 
to the almost inevitable conclusion that it is absolutely essential that 
the Civil Service Commission prescribe regulations requiring all health 
insurance plans participating under the provisions of S. 94 to cover 
mental illness for the same length of time, and with the same benefits, 
as physical illness. 
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Above and beyond the immediate importance of such a regulation, 
and I think it is very important in and of itself, it would be of enor- 
mous significance to all of us who have been struggling for years to 
break down the discriminatory barriers against coverage of mental 
illness. By such a regulation, the Federal Government would set a 
powerful example to those officials now regulating health insurance 
coverage at the State level. By that I mean the State health insur- 
ance commissioners and other comparable statutory bodies. Con- 
versely, failure to issue such a regulation or to have such standards 
for Federal employees, would really amount to Federal reinforce- 
ment of existing patterns of discrimination. 

The actual implementation of the principle of no health insurance 
discrimination against mental illness I leave to the wisdom of this 
committee. However, I would like to submit for your consideration 
the thought that the only way you may be able to guarantee tie 
implementation of this principle is through a clear-cut statement .n 
the bill to the effect that basic baneiite cover both physical and mental 
illness. This might be included in section 9 of the bill. 

Thank you very much, Mr. Chairman. 

Senator Neusercer. Thank you, Mr. Gorman. 

Mr. Gorman, do you have any estimates at all as to what would 
have to be added to the fund or to individual payments, both on thie 
part of the employee and the Government, in order to extend the 
scope of the bill to cover mental illnesses ? 

Mr. Gorman. Mr. Chairman, in the New York statement, before 
the New York State legislative committee, which I submitted for the 
record, I have some estimates and they do run between 1 and 3 per- 
cent, in some cases maybe a little higher. But if I may say this, you 
know actuarians pride themselves on actuarial data. It is so strange 
in this area they lack it, that when we confront them at State legis- 
lative hearings, they give a lot of voodoo about heavy cost payments 
and long hospital stays, and we produce the facts from Cleveland 
Blue Cross, or Dallas or the empire of Texas to the contrary, and | 
don’t know how you convince people. 

Maybe it is the old bromide about “I have my mind made up al- 
ready ; don’t confuse me with the facts.” 

We are persistent in our statements that in some cases there have 
been 20 years of actuarial experience and this is a highly curable ill- 
ness and it can be covered in the basic policies of most plans. It is 
just a stigma—TI think the whole thing is a cultural lag, a feeling that 
up to 10 or 15 years ago the disease was hopeless. We have changed. 

Senator Neusercer. In your statement before the New York com- 
mittee, do you include some of these cost figures from Cleveland and 
Dallas? 

Mr. Gorman. Yes; I do; I include four or five of the basic figures 
over a long period of time. 

Senator Neupercer. If there are any supplementary figures from 
these Blue Cross plans that do take in mental illness, even though 
they are very isolated and very rare, figures that would be useful, I 
wish you would provide them for the committee during the next 
week or so. 

Mr. Gorman. I will make an effort to do so. 

(The supplemental figures referred to are incorporated in the 
statement delivered by Mr. Gorman at the public hearing before the 
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New York State Joint Legislative Committee on Health Insurance 
Plans on November 13, 1958. See p. 133.) 

Senator Neusercer. There was called to my attention recently an 
article from AFL-CIO News, dated April 18, 1959, which says: 


A $300,000 grant has been awarded to Group Health Insurance, Inc. for a 2-year 
project to explore the possibility of broadening health insurance to cover psy- 


chiatric treatment. 

And it says this grant came from the National Institutes of Mental 
Health, which is one of the integral units of the National Institutes of 
Health in Bethesda which sponsors virtually all the medical research 
undertaken by the Federal Government. Now do you think perhaps 
there should be some wait for the results of that study before anything 
is undertaken to include mental illness in such a program as this? 

Mr. Gorman. Mr. Chairman, I am familiar with the grant to Group 
Health Insurance and familiar with what it is trying todo. Its major 
purpose is to cover out-patient Poe care and this is a different 
area. ‘The reason it has received a subsidy is that it will attempt for a 
selected group of its enrollees to cover out-patient care up to $20 an 
hour. This, without getting into the complex actuarial business, this 
is a little beyond any test. I am very pleased that a large insurance 
organization like that would attempt such an experiment because I 
know of no plans in the country where this is covered—that is out- 
patient care for mental illness is covered—the only plan I know of is 
Health Insurance Plan of Western Germany, which outside of a total 
health insurance plan, covers psychiatric illness. But I would like to 
keep my remarks confined to the hospitalization issue, because that is 
the greatest offender right now. I think if we get hospitalization 
covered that is the first step and then we may move and get them in 
the other way, too. 

Senator Neusercer. Thank you very much, Mr. Gorman. 

Mr. Brawley or Mr. Kerlin, have you any questions? 

Mr. Braw ey. Isn’t it possible that benefits under S. 94 could pro- 
vide some coverage for mental illness, both under the basic and major 
medical program ? 

Mr. Gorman. Yes, Mr. Brawley. I think that under, on the basic, 
which is what I talked about mainly, I think it is conceivable. But if 
employees are allowed to elect, let’s say, Cross Shield in the individual 
city, the burden of my testimony is the statement that at present these 
discriminate and it is a caveat emptor to say when you go out and buy 
it, and talk about basic coverage these are the facts. I would like to 
have this committee consider when the employee is electing Blue Cross 
in Columbus, Ohio, or some other place. 

Senator Neunercer. Thank you very much. 

Any questions, Mr. Paschal ? 

Mr. Pascrau. I have just one, Mr. Gorman. I notice one of the 
principles that has been discussed previously here is that the plan 
should meet all types of medical expense. If such a plan were included 
in the bill would that include mental illness or would mental illness 
have to be spelled out ? 

Mr. Gorman. Do you mean in the basic? 

Mr. Pascuau. In the basic plan. 

Mr. Gorman. Well, I think that relates again to Mr. Brawley’s 
question. I read the bill several times pretty carefully but the lan- 
guage is general in the bill and the standards will be set by the Civil 
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Service Commission. It doesn’t lay down any specific benefits ; I think 
beyond a mention of 120 days, if it mentions that. But anyway it 
says that standards shall be set by the Civil Service Commission for 
those plans eligible for election and one of my pleas is that the Civil 
Service Commission, in laying down these standards, find out those 
plans that discriminate against the largest illness in this country and 
hopefully I would say that it would not allow an ye ee to elect 
a plan which discriminates against mental illness, that would not 
satisfy a minimum standard for the protection of a Federal employee, 

Senator Nevgercer. Thank you. 

I understood Mr. Brawley has another question. 

Mr. Braw tery. I think it should be pointed out that in Mr. Colman’s 
testimony, testifying for Blue Cross he estimated the cost of S. 94 
at $313 million. He itemized the benefits covered in that cost estimate 
and included in that are nervous and mental conditions. 

Mr. Gorman. Yes. Well, I don’t know how he estimates the overall 
picture, when the pattern differs so much from city to city, but then 
actuaries are capable of some very mysterious things. 

Senator Neupercer. Maybe we ought to clear up this point here. Is 
Mr. Colman still here? 

Mr. Colman, when, in your inclusion you listed mental and nervous 
ailments, what did you specifically have in mind by way of coverage? 

Mr. Cotman. I would like to read from table 2, the cost estimate 
which I made. This was not the standard benefits of the local plans 
but rather an estimate of the cost of providing the care called for 
in S. 94. And it says “120 days of care per admission, in semiprivate 
accommodations in licensed acute general hospitals and other licensed 
participating hospitals,” (in some cases mental hospitals), “including 
admissions for maternity, TB, nervous, and mental conditions.” 

So I think that what Mr. Gorman is talking about is included in 
what we are proposing to deliver, countrywide. 

Senator Neusercer. In other words, you believe that the 120 days 
could include hospitalization for a mental or nervous disorder? 

Mr. Cotman. My cost estimates specifically include that, sir. 

Senator Neusercer. Thank you very much. 

Mr. Gorman. I think that is fine. 

Senator Neusercer. I think it is very useful that that is included in 
the record and I am glad we asked Mr. Colman to answer that. 

Mr. Cotman. I am sorry Mr. Gorman and I couldn’t get together 
beforehand. 

Senator Nevpercer. Well, it is through this type of discussion that 
often arises on an ad hoc basis that we get some of our most useful 
and important information. 

Thank you so much, Mr. Gorman. 

I have a statement of Frieda Reicher, president of the Foundation 
for Community Aid to Mental Patients. I will order that it be 
printed at this point in the record. 

(The statement follows :) 


STATEMENT OF FRIEDA REICHER, PRESIDENT, FOUNDATION FOR COMMUNITY AID 


TO MENTAL PATIENTS 


Recommendation that S. 94, a bill to provide health insurance protection for 
Federal employees, be amended to include coverage of mental illness by amend- 
ing ‘section 2, page 2, lines 4-7 to read: “* * * the maximum protection against 
sickness costs, including costs of mental illness, and the most comprehensive 
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preventive, diagnostic, and curative medical care, including psychiatric care, ob- 
tainable for practical financial outlays by employees and by the Government,” 
and by amending other appropriate sections of the bill to provide such an ex- 
tension of coverage to mental illness. 

Senator Neuberger, members of the Committee on Post Office and Civil Service, 
the Foundation for Community Aid to Mental Patients is a nonprofit organiza- 
tion incorporated in the State of Virginia. The seven-point program of the 
foundation is an outgrowth of a community need to see that mental patients, 
both before and after hospitalization, receive the medical and other care they 
need. 

The interest of the foundation in S. 94 is twofold. As a community organiza- 
tion in nearby Virginia the foundation is concerned with the health protection 
which will be afforded to Federal employees and their families if this bill is 
enacted. As an organization devoted to the problems and needs of mental pa- 
tients, the foundation is especially concerned that such protection be extended 
to cover mental as well as physical illness. 


1. ENDORSEMENT OF S. 94 


It is estimated that 89 million employees in private industry and members of 
their families are covered under labor-management contracts by prepaid medical 
plans to which their employers contribute. These workers, blessed by a high 
standard of living under our competitive economic system, receive $2 billion a 
year in medical services under these contracts. The American people pay un- 
grudgingly through higher costs for consumer goods to protect the health and 
welfare of these workers. Yet Federal employees have no such protection to 
which their employer contributes. 

The Federal Government is one of the largest employers of highly trained 
labor in the country, spending billions of dollars to run the complex machine 
known as the U.S. Government. The Federal Government should unquestion- 
ably do as much for its workers who serve all the people of the country as 
private industry does for its employees. 


2. COVERAGE OF MENTAL ILLNESS 


The catastrophic impact on individuals and their families when hit by mental 
illness is unbelievably tragic, and is even more tragic in its effects than the 
catastrophe of a prolonged physical illness which spells ruin to family budgets 
for the payment of the costs for medical care and aftercare of the patients. 

Federal employees who are committed to mental hospitals because of their 
inability to pay for psychiatric treatment in the early stages of their illness pay 
a double penalty for an illness which may in many cases be connected with the 
frustrations inherent in their jobs. A record of a commitment to a mental hos- 
pital is a severe handicap to the patient who makes a sufficient recovery from his 
illness to be released from the hospital, either on furlough or on a final dis- 
charge. In many cases it may be a factor in preventing full recovery or in 
leading to a recommitment. Ten million defense jobs in private industry are 
automatically denied to these people for what the Government contracts call 
security reasons. Federal employees are included in the estimated figures. Ex- 
patients face similar prejudices in other industries. Many are forced to accept 
unskilled work because they cannot call on their records of training and experi- 
ence without revealing their record of commitment for mental illness. 

Many commitments can be avoided by early care. It is such care—outpatient 
care and care in psychiatric wards in community general hospitals—which can 
be assured by coverage of mental illness in prepayment medical care plans. Not 
only will such coverage help to alleviate the suffering of patients and their 
families, it will also save heavily in the costs met by tax funds in the construc- 
tion and maintenance of mental hospitals. In a statement made on December 5, 
1958, before the Nassau County Board of Supervisors (New York), Dr. Cornelia 
Wilbur. associate psychiatrist, New York Medical College, said: 

“The cost of mental illness in the United States is more than $2.4 billion a 
year. The direct cost of mental illness is placed at $1.7 billion a year. These 
figures are supplied by Dr. Rashi Fein, of North Carolina University, in a new 
book on the economics of mental illness * * *. What I want to point out is that 
a large part of this can be saved. * * * I am talking about what we can save 
ourselves, the taxpayers. Let us say that we can save, through prompt and 
proper care; just 25 percent of that enormous bill. * * * But this is not all we 
can save. Dr. Fein reports that patients in mental hospitals in 1 year lost 
825,000 labor-force-years, with a value of more than $728 million. This is an 
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annual loss. With prompt and proper care through health insurance we return 
to their jobs 50 percent of these patients as a conservative estimate. * * * 
Surely this money should be saved. But this, of course, is only money and does 
not take into account the savings in human misery.” 

The enactment of S. 94, amended to provide coverage of mental illness, will 
be an important step in this direction. It is a step which the taxpayers, acting 
through the Congress, owe to Federal employees. It is also a step which Con- 
gress owes to the country at large. Certainly, the Federal Government, as an 
employer, should follow the enlightened policy adopted by such companies as 
General Electric and the Metropolitan Life Insurance Co., which provide partial 
insurance covering mental as well as physical illness for their employees. 


THE FOUNDATION FOR COMMUNITY AID TO MENTAL PATIENTS PROGRAM 


1. To establish convalescent homes at a community level for the use of menial 
patients during the probation period as centers for fellowship, and as centers for 
vocational rehabilitation and job placement through existing agencies ; 

2. To give material aid to individual, recovered patients in time of need ; 


3. To eliminate jail commitments except when unavoidable as to the criminally 
insane ; 


4. To establish psychiatric wards in community general hospitals for the 
observation, short-term treatment, and outpatient care of mental patients, and 


where needed, for the commitment of such patients to mental hospitals for 
protected care ; 


5. To provide legal aid as needed for the benefit of the patient and his family, 
and to speed up the process of communication between the courts and the mental 
hospital authorities in order to restore legal sanity and full citizenship to 
medically recovered mental patients: 


6. To arouse public support for the appropriation of funds adequate to meet 
the minimum standards for medical care in mental hospitals, based on the 
standards set by the American Psychiatric Association ; and 

7. To study problems affecting the full recovery of mental patients, such as 
the study of commitment laws, special requirements with reference to driver’s 
license, coverage of hospitalization and medical care insurance plans, and 
studies and evaluation of programs in operation in local communities for the 
benefit of recovered mental patients. 


The program of the Foundation for Community Aid to Mental Patients is 
intensely practical and concrete. It will supplement the educational preventive 
program of the National Association for Mental Health. 


Senator Neupercer. I understood Mr. Edward L. Baker, president, 


National Association of Postmasters, would like to present a state- 
ment. 


Mr. Baker, we are on the verge of some votes in the Senate, I under- 
stand, so I hope you will summarize your statement and present it as 
briefly as possible and it will appear in full in the record. 


STATEMENT OF EDWARD L. BAKER, PRESIDENT, NATIONAL ASSO- 
CIATION OF POSTMASTERS; ACCOMPANIED BY CHARLES E. 
PUSKAR, EXECUTIVE SECRETARY-TREASURER OF THE NA- 
TIONAL ASSOCIATION OF POSTMASTERS, AND POSTMASTER OF 
IMPERIAL, PA.; LEWIS E. MOORE, LEGISLATIVE CHAIRMAN FOR 
NATIONAL ASSOCIATION OF POSTMASTERS, AND POSTMASTER, 
NASHVILLE, TENN.; ROY M. NORTH, LEGISLATIVE REPRESENTA- 
TIVE, NATIONAL ASSOCIATION OF POSTMASTERS, AND FORMER 
POSTMASTER OF WASHINGTON, D.C.; AND ARTHUR V. SMITH, 
EDITOR OF POSTMASTER GAZETTE, AND POSTMASTER OF 
PASCAGOULA, MISS. 


Mr. Baxer. Thank you, Mr. Chairman. I would like to say the 
National Association of Postmasters are most pleased that you have 
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given y om epportanity to be here this morning, and to testify in sup- 

rt or 5. 94. 

Senter Nrvupercer. We are pleased to have you and your asso- 
ciates. 

Mr. Baxer. I would like to present my associates, Mr. Charles 
Puskar, executive secretary-treasurer of the National Association of 
Postmasters and postmaster of Imperial, Pa.; Mr. Lewis E. Moore, 
jegislative chairman for our association and postmaster of Nashville, 
Tenn.; Mr. Roy North, our legislative representative, who was the 
former postmaster at Washington, D.C.; and Mr. Arthur V. Smith, 
the editor of the Postmaster Gazette, our official publication, and 
who is postmaster at Pascagoula, Miss. 

The interest has been great over a number of years by the post- 
masters and the postal employees associations in some type of ade- 
quate hospitalization program. That has been brought up at our 
conventions, and resolutions and petitions on many previous occa- 
sions. We have a strong feeling that legislation of this kind is most 
important from our employees’ standpoint, and, in many instances 
here in my own office, I can recall that employees became so hope- 
lessly involved in debt as a result of major illnesses in their families 
that they have been completely unable to meet their financial obliga- 
tions and this has resulted in discouragement and demoralization to 
such an extent that their entire service to the Government has been 
adversely affected. In many cases this deterioration of effectiveness 
has led to disciplinary action and in some cases separation from the 
service. 

I might say, Mr. Chairman, in many instances this has happened 
through no fault of the individual employee. He has been the victim 
of circumstances and I sincerely believe that in many of these cases 
could have been avoided if the employees involved had the benefit 
of health insurance and major medical insurance such has has been 
proposed in this legislation. 

Now we hope that Congress will see fit to pass some legislation of 
this nature in this session of Congress. We recognize and appreciate 
the generosity of Congress and the interest that you yourself have 
taken, Mr. Chairman, in legislation affecting the postal service and 
postal employees, and we want you to know that we are fully in 
accord with the program. 

As far as any suggestions at this time for the administration of it, 
I think that we will have to admit we don’t feel we are in a position 
to make any recommendations for its administration. But we feel 
that some type of legislation of this kind is most necessary and im- 
portant to the Government of the United States and to its employees 
at this particular time. 

That summarizes, Mr. Chairman, pretty briefly, my statement that 
we have prepared, and once again I would like to thank you and the 
members of the committee for providing us with this opportunity to 
appear before you today. 

(The complete statement of Mr. Baker follows:) 


STATEMENT OF Epwarp L. BAKER, POSTMASTER OF DETROIT, MICH., PRESIDENT OF 
THE NATIONAL ASSOCIATION OF POSTMASTERS 


Mr. Chairman and members of the committee, my name is Edward L. Baker. 
I am postmaster at Detroit, Mich., and president of the National Association 
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of Postmasters of the United States. Our membership consists of more than 
~ nt postmasters, or over 91 percent of the total number of postmasters in the 
ation. 

I am grateful for having been given the opportunity of representing our 
association at this hearing in active support of S. 94, H.R. 208, and the related 
bills on health insurance now before the Congress. 

As evidence of our complete and wholehearted approval of the principles 
of this legislation I would like to present my colleagues who have accom- 
panied me to this hearing: 


Charles E. Puskar, executive secretary-treasurer of the National Association 
of Postmasters and postmaster of Imperial, Pa. 

Lewis E. Moore, legislative chairman for our association and postmaster of 
Nashville, Tenn. 

Roy M. North, legislative representative of our association and former post- 
master of Washington, D.C. 

Arthur V. Smith, editor of Postmaster Gazette and postmaster of Pascagoula, 
Miss. 


Before beginning this testimony, Mr. Chairman, I would like to say that 
these gentlemen join me in expressing great satisfaction that you have re- 
covered so satisfactorily from your recent illness and have been able to resume 
your rightful place in the U.S. Senate. Your militant advocacy during the 
last session of Congress of benefits for postmasters and for all other postal 
employees was of especial value to us and is greatly appreciated. 

We likewise want to express our gratitude and appreciation to Senators Carl- 
son, Yarborough, Morton, and Jordan for their understanding of our problems 
and their support during the last session of Congress. 

We are proud to consider all five members of this subcommittee as stanch 
friends of postmasters and of all postal employees. 

Mr. Chairman and members of the committee, we support S. 94 because, in 
our opinion, it provides a real opportunity for all Federal employees to obtain 
the protection and security of hospitalization, as well as surgical and catastrophic 
medical benefits at reasonable cost. 

From a purely historical point of view it is interesting to note that basic 
hospitalization insurance first came into being 25 years ago. Surgical benefits 
first made their appearance 20 years ago. Various forms of regular medical 
expense insurance were added 15 years ago and major medical insurance was 
first generally offered 8 years ago. 

There is no doubt that there was a national need and desire for this kind of 
protection. This is proved by the fact that an estimated 100 million people in 
the United States today are covered by health insurance of some form or another. 

The attitude of industry toward health insurance programs has been generally 
friendly and cooperative. The interest of trade unions in these programs has 
undoubtedly been a major force in their growth and development outside of 
Government. Sickness is an economic hazard, and protection through voluntary 
health and insurance programs, financed in part or in whole by the employer, 
constitutes a benefit greatly appreciated by employees and widely recognized 
by industry. 

In 1955 the Department of Labor made a careful study of 300 selected health 
insurance plans for employees, each plan covering more than 1,000 workers. 
Out of these 300 plans, it was found in 162 instances that the employer was 
paying the entire cost of insurance and health benefits. In the remaining 138 
instances the cost was shared between employer and employee. 

The Department of Labor also found that these plans invariably included not 
only the usual hospitalization and medical care but also provided considerable 
outpatient medical benefits as well. ; 

We are particularly interested in the major or catastrophe benefits which 
would accrue to our postmasters and to all postal employees under this legis- 
lation. Many of us recall tragic incidents where employees of financial integrity 
and sound economic habits have, through no fault of their own, been reduced, 
with their families to a state of penury because of extended and costly illness. 

I know of many instances in my own office when employees in such a situation 
have become so hopelessly involved in debt that they have found themselves 
completely unable to meet their financial obligations. This has resulted in 
discouragement and demoralization of such an extent that their entire service 
to the Government has been adversely affected. 
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In many cases this deterioration of effectiveness has led to disciplinary action 
or, in some instances, to separation from the postal service. 

As I say, Mr. Chairman, in many instances this has happened through no 
fault of the individual employee. He is a victim of circumstances. I believe that 
most of those cases could have been avoided if the employees involved had had 


the benefits of health insurance and major medical insurance as proposed in this 
legislation. 

I think there is no doubt that employees with peace of mind through adequate 
protection for themselves and their families become more proficient in their 
work, more productive, more constructive citizens. I believe that the Govern- 
ment’s participation in this program will be an excellent investment. 

Mr. Chairman and members of the committee, through its action in the past 
Congress has proved its intense and friendly interest in the welfare of all Gov- 
ernment employees. We believe that the feeling in the Congress generally is 
that hospitalization insurance and surgical and major medical benefits for Fed- 
eral employees are badly needed and even overdue. 

While S. 94 stipulates that the Government would pay two-thirds of the cost 


of hospitalization and surgical benefits and the entire cost of the major or catas- 
trophic benefits. 


However, I am mandated by the executive committee of the National Associa- 
tion of Postmasters to respectfully recommend for your consideration the pro- 
posal that the Government should assume the entire cost of the major catas- 
trophic benefits and one-half of the cost of the other benefits. 

Once again, Mr. Chairman and members of the committee, I want to express 
my personal thanks—the thanks of my colleagues here today—and the thanks 
of the National Association of Postmasters for allowing us to appear before you 
in support of this legislation. 

Senator Neunercer. Thank you, Mr. Baker, and we are grateful to 
you and your associates for coming. 

I would like to ask you one question: At the conclusion of your 
printed statement which appears in the record in full, you say you 
are mandated by your executive committee to propose that the Gov- 
ernment assume the entire cost of a major catastrophic illness and 
one-half of the cost of the rest of the program. 

As you know, this whole matter of the division of costs is in great 
controversy. The administration has proposed that the Government 
only assume one-third. S. 94 proposes that the Government pay two- 
thirds. I have asked various representatives of the Government, 
groups of Federal employees and so on, this question and I want to put 
it to you: How would you feel if the legislation finally reported out by 
the committee to the Senate proposes a division of 50 percent by the 
Federal employees and 50 percent by the Government ? 

Mr. Baker. I think that would be very acceptable to us and I think 
very generous on the part of the Government. 

Senator Nevpercer. Thank you, Mr. Baker. We are pleased to 
have you and your associates with us. We know you represent a very 
important group of Federal employees who have influence and pres- 
tige in their communities and your views will be given great considera- 
tion. 


Our next witness is Dr. Buerki, American Hospital Association. 


STATEMENT OF ROBIN C. BUERKI, M.D., CHAIRMAN, COUNCIL ON 
GOVERNMENT RELATIONS, AMERICAN HOSPITAL ASSOCIATION; 
ACCOMPANIED BY KENNETH WILLIAMSON, ASSOCIATE DIRECTOR 


Mr. Buerxr. Iam Robin C. Buerki. I am a physician and the exec- 
utive director of Henry Ford Hospital in Detroit. I appear before 
this subcommittee today in my capacity as chairman of the Council on 
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Government Relations of the American Hospital Association, accom- 
panied by Mr. Kenneth Williamson, its associate director. 

The American Hospital Association is a voluntary nonprofit mem- 
bership organization with about 7,000 members, including the great 
majority of all types of hospitals. Represented in this membership 
are 90 percent of the Nation’s general hospital beds. 

The Nation’s hospitals last year admitted almost 23 million pa- 
tients. A large segment of these patients had their care paid for in 
full, or in part, by voluntary health insurance organizations. 

On behalf of the association and the thousands of hospitals which it 
represents, I wish to thank you for this opportunity to appear before 
the subcommittee and present to you our thinking with respect to the 
provision of health benefits for the employees of the Federal Govern- 
ment. 

Hospitals have been the prime movers in the provision of hospital 
benefits through voluntary health insurance. Hospitals were thie 
sponsors of the Blue Cross movement. It was the success of Blue 
Cross which not only encouraged others to develop prepaid medical 
care programs but also encouraged the insurance industry to develop 
health insurance programs. 

For more than a dozen years, we have urged upon the administra- 
tion and congressional committees the need to bring to Federal em- 
ployees and their dependents the benefits of prepaid health service pro- 
tection as they are enjoyed by the employees of private employers. 

Voluntary health insurance organizations do not provide health 
services, they simply arrange for their financing. In my remarks to 
this subcommittee, I wish to address myself to questions pertaining to 
the provision of hospital services, which are rightly the concern of 
hospitals and are of importance to Federal employees and this sub- 
committee. 

We believe the Federal Government has responsibilities with re- 
spect to prepaid health service protection of its employees and their 
families that transcend those of private employers. Aside from the 
number of people affected directly, the action of the Federal Govern- 
ment in this matter will exert considerable influence upon other en- 
ployers by the example it provides. Therefore, it is important that ac- 
tion by the Federal Government be taken with due consideration of its 
effect upon the whole population. 

Our experience, and our study of hospital insurance, have led us 
to the following conclusions: 

(1) Hospital care should be made available as widely and as 
economically as possible on a prepayment basis. 

(2) The care afforded in this fashion should be as comprehensive 
as it can be made. 

(3) As much of the care as possible should be provided on a “serv- 
ice” basis without cost to the patient beyond the subscription charge 
he has paid in advance. 


(4) Hospital care should be available for as long as the respon- 
sible physician may prescribe, in accordance with sound medical 
practice. 

(5) The Government should provide a system of payroll deductions 
and should participate financially to an extent that will enable Federal 
Employees and their families to secure health protection adequate in 
amount. 
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(6) Coverage for any care not provided on a service basis should be 
supplementary to and integrated with the basic service benefit pro- 
gram. 
~ (7) The Federal Government should make adequate financial pro- 
vision for continuation of health service benefits to its retired workers 
and their families. 

(8) Any program of the novelty, size, and complexity of that con- 
templated for Federal employees should be responsive to the point 
of view of the beneficiaries of the program, and should draw upon 
the knowledge and experience of individuals responsible for the pro- 
vision of the services and individuals experienced in health insurance 
matters. For this reason, and because many important decisions will 
be necessarily left to administration, we believe it is essential that 
an advisory council be provided for. 

Among the many issues involved in framing satisfactory health 
insurance legislation, I wish to discuss first one which we think funda- 
mental. This is the issue presented by the administration’s proposal, 
in its comments on S. 94, to force virtually all Federal employees to 
adopt the pattern of indemnity insurance, with deductibles and co- 
insurance to be paid by them, as against the pattern of service or 
other full-payment benefits. 

There are not only many competing carriers in the hospital insur- 
ance field, but there are also competing methods of financing the serv- 
ices. One kind of insurance pays a cash indemnity, partial or com- 
plete, to the employee for the cost he has incurred for hospital serv- 
ices to himself and his family. Another kind provides what are 
known as “service” benefits by which the carrier undertakes through 
contracts with the providers of services that those services will entail 
no cost to the employee beyond the subseription charges he had paid. 

The administration’s proposal would compel most Government 
employees to accept the partial indemnity approach, and to reject the 
service benefit or even the full indemnity approach. This recom- 
mendation is made in face of the fact that nearly one-half of the Fed- 
eral employees have on their own initiative selected the service benefit 
approach, and that nationwide this approach has been accepted by 53 
million persons. The administration’s recommendation is the more 
surprising in that it is not consistently applied to rule out all plans 
that do not conform to its chosen method of financing hospital care. 

It is services rather than dollars that are neded to restore sick 
people to good health. We are convinced that service or other full- 
payment benefits are preferable from all points of view to partial 
indemnity, and that such benefits are especially important to persons 
of moderate means such as most Federal employees. 

To the extent that the dollars provided by an indemnity policy are 
less than the charge for the services, the individual is required to 
make up the difference from his own pocket. Under the administra- 
tion’s proposal a hospital or medical bill of anywhere from $50 to 
$250 would cost the employee at least $50 in cash, while a bill of $500 
would cost him $100 or more. With larger bills the employee’s con- 
tribution would be correspondingly greater. 

These expenses, like health costs generally, are unpredictable and 
unbudgetable. The most troublesome factor about illness costs is 
the uncertainty of their occurrence and amount. The administra- 
tion’s proposal would lessen but would not do away with these uncer- 
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tainties. What the administration is saying, in effect, is that we 
want some health insurance but not too much. 

Because of the hardships imposed by deductibles and coinsurance, 
we believe that full-payment benefits are more useful to the employees 
concerned. We have also another reason for advocating the principle 
of full payment, in that the portion of the —e bills which are 
otherwise loft to the employee are often impossible to collect. Since 
the bulk of the hospitals are public or private nonprofit institutions, 
these uncollectible items become ultimately, in one way or another, 
a charge upon the public. With hospital costs as high as they are 
today, it is all the more important to avoid imposing any additional 
burden on patients. 

Why, in the face of these considerations, is a program of deductibles 
and coinsurance advanced? So far as we know, thereis a single 
reason : to attempt to limit utilization of services and thus control the 
costs. I should like to examine briefly the questions, first whether 
these mechanisms substantially reduce the total cost or merely redis- 
tribute the cost in undesirable ways; and second, whether such reduc- 
tion in utilization of services as may follow is desirable. 

We believe there is a good deal of misformation about excess utiliza- 
tion of hospital facilities. We would of course fully agree that, if 
any abuse or overuse can be identified, every effort should be made to 
eliminate it. However, I wish to explore with you serious questions 
as to whether the control devices proposed by the administration 
through deductibles and coinsurance are either effective or desirable. 

Every patient admitted to a hospital is admitted on the advice of 
a physician. The Congress enacted the medicare program which 
provides that a military dependent, upon admission to a hospital, 
make a $25 payment out of his own pocket. We have been informed 
at various times that there is no evidence that this has been a factor 
in reducing the number of hospital admissions. It has simply been 
a means of passing a part of the charge on the individual. 

I know of no evidence which substantiates the belief that coinsur- 
ance or deductibles, in any acceptable amounts, are effective in con- 
trolling hospital use. To one who is in moderately comfortable 
financial circumstances, the charges proposed by the administration 
would be unlikely to induce him to disregard his doctor’s advice. It 
is to individuals with lower incomes, and especially to those with 
large families, that such charges can prove to be a definite deterrent 
to obtaining essential care. 

In effect, this proposal exercises controls in the wrong direction. 
To the extent that it deters people from entering a hospital, it deters 
them because of their economic status, which has no bearing on their 
need of hospital care. 

It is easy to assume that unwarranted utilization is a major factor 
in the rising cost of hospital insurance, and to jump to the conclusion 
that some form of economic deterrent is the obvious answer. The 
premise has not been proved and cannot be. The latest extensive 
study, covering 63,000 hospital admissions in the Cleveland area, 
indicates that overutilization is an almost negligible factor. 

Even if overutilization were much more important than we think 
it is, however, it would not necessarily follow that an economic de- 
terrent is the appropriate answer. For every unwarranted hospital 
admission that coinsurance would prevent, how many desirable ad- 
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missions would it deter? Until this question can be answered, I be- 
lieve that the burden of proof remains on the proponents of co- 
insurance. 

For hospital care there is no limit to the number of days that can 
be covered on a service-benefit basis, and the additional cost of in- 
creasing the benefits, even to 365 days a year, would be insignificant 
in comparison with the cost of deductibles and coinsurance proposed 
by the administration. For other components of health care, on the 
other hand, service benefits are not at present as widely available as 
for hospital care. We agree that indemnity insurance is a desirable 
protection against such costs, and cannot be covered on a service basis. 

We are pleased to see that the administration is giving considera- 
tion to the health needs of its retired workers. With all the prob- 
lems facing old people in meeting their health needs, it is important 
that the Federal Government give special thought to its responsi- 
bilities in connection with this problem. 

I would observe, however, that the administration’s assumptions 
with respect to advance funding and with respect to stabilized health 
care costs appear to be somewhat unrealistic. 

Two years ago the American Hospital Association with Blue Cross 
developed a proposal for Federal employee health insurance which 
we discussed with Congressman Holifield and which led to the intro- 
duction by him of H.R. 7034 of the 85th Congress. An identical 
bill was introduced in the Senate by the late Secator Scott. The 
bill which is before you, S. 94, is similar in most of its basic concepts 
to these bills of the 85th Congress, and we believe forms a better base 
from which to develop satisfactory legislation than the proposal of 
the administration. 

S. 94 would be much more costly to the Federal Government than 
the Holifield-Scott bills of the last Congress. With respect to the 
amount of Government contribution, we would merely reiterate our 
belief that it should be adequate to enable employees to secure neces- 
sary health protection. 

S. 94 may also be read as permitting a multiplicity of participating 
plans, whereas the range of choice under the earlier bills would have 
been more limited. We believe strongly that the Government should 
provide a choice between service plans and indemnity plans sufficient 
to meet the full cost of care. We do not believe deductibles or co- 
insurance are either necessary or effective to control utilization, or 
calculated to serve the interests of Federal employees. 

We think it would be a serious mistake for the Government not 
only to permit, but in effect to force, the greater part of its 2 million 
employees to accept a plan containing deductibles and coinsurance. 

Thank you for the opportunity to present our views on this impor- 
tant subject. 

Senator Neusercer. Thank you, Dr. Buerki. Just several questions. 

You were somewhat ambiguous when you made reference to what 
portion should be contributed by the Government and what by the 
employee. You just said it should be adequate for an effective health 
program. What do you think of a 50-50 division ? 

Dr. Buerxt. I think that would be a substantial contribution and 
it would be a pretty good one. 

Senator Neupercer. You think that would be a reasonable com- 
promise on the controversy that surrounds it? 
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Dr. Burrxt. Yes; well, obviously, if it is big enough as earlier Mr, 
Coleman talked about the need to meet this in-between place, where 
the basic and the inclusive total medical coverage comes in somewhere, 
But I would think that is a figure certainly worth considerable 
discussion. 

Senator Neusercer. Of course I take it from your testimony you 
are very emphatically opposed to any deductibility being included 3 in 
the program ? 

Dr. Buerxt. Not necessarily any, but to put the whole emphasis on 
the deductible. 

Senator Neusercer. But you are  eemncnatialy opposed to deducti- 
bility of any contributing amount? 

Dr. Buerxi. And coinsurance}; yes. 

Senator Nevsercer. And you feel we could eliminate deductibility 
and coinsurance and still have an adequate program of protection 
for major medical and catastrophic illnesses? 

Dr. Buerxt. Yes, sir. 

Senator Neupercer. I think that very important to secure from 
somebody who is as informed and experienced as you are in this field. 

Do you have any questions, Mr. Brawley, or Mr. Kerlin? 

Mr. Paschal? 

(No response. ) 

Senator Nevupercer. Dr. Buerki, we appreciate your being here. 
I wish you would identify your associate for the record. 

Dr. Buerxt. Mr. Kenneth Williamson, associate director of the 
American Hospital Association. 

Senator Neusercer. This will conclude our hearing for today. We 


have gone to noon, which is 2% hours, and I appreciate all of you 
who have been in attendance coming here. 

The committee staff will work out the agenda for Thursday of this 
week, when we will again take up at 9:30 in the morning. 

We are in recess. 

(Thereupon, at 12 noon, the subcommittee was recessed, to reconvene 
at 9:30 a.m. Thursday, April 23, 1959.) 
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THURSDAY, APRIL 23, 1959 
U.S. Senate, 


Post Orrice AND Civin SERVICE COMMITTEE, 
SUBCOMMITTEE ON INSURANCE, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 9:35 a.m., i 
room 6202, New Senate Office Building, Hon. Richard L. Neuberger 
(chairman of the subcommittee) presiding. 

Present : Senators Neuberger, Yarborough, and Jordan. 

Also present: H. W. Brawley, executive director; J. Don Kerlin, 
assistant staff director; Andrew Faucette, chief counsel ; and Frank A. 
Paschal, minority professional staff member, Post Office and Civil 
Service Committee. 

Senator Jorpan (presiding). The hearing will come to order, 
please. 


The first witness to be heard this morning is Mr. John C. McCabe, 


vice president of the a Health Insurance, Inc. 


Good morning, Mr. McCabe. Glad to see you, sir. 
Mr. McCase. Good morning. 


STATEMENT OF ARTHUR H. HARLOW, PRESIDENT, GROUP HEALTH 
INSURANCE, INC., OF NEW YORK, AS PRESENTED BY JOHN C. 
McCABE, VICE PRESIDENT, GROUP HEALTH INSURANCE, INC. 


Mr. McCaze. One of the most significant trends in medical care 
insurance in the New York area during the past several years has 
been the steadily increasing adoption of an arrangement under which 
individual members of employed groups are given a choice among 
different kinds of comprehensive medical care insurance plans. The 
different kinds of plans available in our area can be described as free- 
choice service plans, group-practice direct service plans, and major 
medical plans. 

While this approach is comparatively new in New York, it has 
been widely adopted by the Kaiser Foundation Health Plan on the 
west coast. At a press conference on health and welfare plans, spon- 
sored by the AFL Central Labor Councils of Northern California in 
1954, the Kaiser Foundation’s advocacy of the principle of choice 
of plans was thus presented : 

From the inception of our plan (KFHP) in 1945 * * * we have advocated 


free choice of plans. We believe that medical care is a highly personalized serv- 


ice, that each family should choose the type of medical care plan the family 
desires, 
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By giving its employees a choice between different kinds of plans, 
the Federal Government would make it possible for each individual 
employee in an area to have the insurance that best suits his needs, 
The Government would also avoid the inevitable antagonisms which 
develop when one plan is given to all. 

In February 1955, Group Health Insurance, Inc., and the Institute 
of Administrative Medicine, School of Public Health, Columbia Uni- 
versity, sponsored a series of hearings on “The Extension of Volun- 
tary Health Insurance.” As a result of the consumer needs ex- 
pressed at these hearings GHI, the oldest nonprofit community medi- 
cal service plan in the New York area, instituted its comprehensive 
“family doctor” plan. In hailing this GHI achievement the New York 
Times commented editorially, April 26, 1955: 


In applying the insurance principle to cover the cost of medical and hospital 
service New Yorkers now have the freest of free choices. They cannot only 
choose their own doctors, but they can also choose between various methods of 
payment and practice—which is all to the good in a country devoted to freedom. 


Today in New York almost one-half million people are covered 
through groups which allow for individual choice as to which plan for 
doctor services best suits their needs. Among the major groups in 
‘the greater New York area offering the choice of GHI’s family doctor 
plan to their eligibles are: 


Actors Equity Association. 

Bakery & Confectionery Workers, Local 3. 

‘Carnegie Endowment for International Peace. 

Consumers Union of the United States. 

.Health Fund of the Fur Industry. 

Helena Rubinstein, Inc. 

International Association of Machinists, District 15. 

Ice Cream Industry Drivers & Ice Cream Employees Union Pension and Wel- 
fare Fund. 

Motion Picture Machine Operators Union of Greater New York, Local 306. 

Milk Industry Drivers & Dairy Employees. 

Office Employees International Union, Local 153. 

Painting Industry Insurance Fund. 

Welfare Fund of the New York City Trucking Industry, Local 807. 


In addition to these, the employees of the New York State govern- 
ment working in the New York metropolitan area and employees of 
many political subdivisions—counties, towns, villages, school boards, 


et cetera. I shall comment further on these groups later in my 
statement. 


At a public hearing on February 22, 1956, before the Joint Legis- 
lative Committee on Health Insurance Plans, State of New York, 


Winslow Carlton, chairman of the board of Group Health Insurance, 
stated in part: 


* * * The suggestions we have to offer are based on considerable thought and 
experience in the health insurance field. (GHI is the oldest nonprofit com- 
munity medical service plan in this area.) I should add that both have been 
sharpened by extremely tough competition with other nonprofit plans and 
standard insurance companies. We are not complaining. We think competi- 
tion is good, indeed a necessary thing, and we are not in favor of monopolies— 


even nonprofit ones. 
A review of recent experience in which Group Health Insurance 
has been a part to choice arrangements leads to certain observations: 
(1) Choice of plans practically eliminates the personal dissatis- 
factions that are bound to be developed by the application of any one 
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health insurance plan to a heterogenous group with varying needs 
and attitudes about medical care and medical economics; such as is 
indicated by the Federal employee work force. ; 

(2) The competition between various approaches to medicoeco- 
nomics gives users in the community the opportunity to decide which 
type of plan best suits their needs. aoe 

(3) This same compefition spurs plans to operate more efficiently 
and more closely to their ideals because, knowing if they do not 
operate effectively, they will lose their subscribers who, under a 
choice arrangement in effect, have somewhere else to go. 

I am presenting as addendum A material indicating the utilization 

and experience of Group Health Insurance’s coverage for the first 
year of operation with the New York State employees. 
* This analysis speaks for itself—short of the pointed comment that 
the extensive use of services shows an obvious need for such a com- 
prehensive plan as is exemplified by Group Health Insurance’s family 
doctor plan. 

It should be pointed out that there are three characteristics that 
are normally part of choice programs as Group Health Insurance has 
experienced them. First, the employer’s contribution is the same 
regardless of which plan the individual employee chooses for himself 
and his dependents. 

Second, the only plans offered must be the very best of each kind 
available in any area. In the case of New York State employees, the 
temporary health insurance board found that choice should be avail- 
able between a plan including major medical coverage, Group Health 
Insurance’s family doctor plan, and the Health Insurance Plan of 
Greater New York. Each of the plans typify the best of their respec- 
tive types of coverage. 

It should be stressed that in many parts of New York State only 
the major-medical coverage was available, but in the New York City 
area, where choice could be offered, more than 40 percent of all eli- 
gibles chose one of the other two plans. Also enclosed and marked 
appendum M(1) and B(2)' are materials describing the benefits 
under the New York State plan. 

The third aspect of choice arrangements is that eligibles must. have 
the right to change from one plan to another on a periodic basis, usu- 
ally once each year. For the same reasons that the philosophy of 
choice has validity, so too, the right to periodic switches has its advan- 
tages. The employee’s situation, which governed the original choice 
may so change as to make another plan more desirable. Should this 
happen, the employee deserves the right to make the necessary adjust- 
ments in his health insurance. 


The New York State group will experience its first free transfer 
period in about 6 weeks. 

It is our strong recommendation that this committee make as part of 
any health insurance program for Federal employees, a provision 
that each employee, in areas where such a choice is possible, be given 
the opportunity to choose the plan that best suits his needs. 

To reiterate, no one plan is a panacea—no one plan, considering 
the differences in economic status, personal attitudes about medical 


1 Filed with the committee for reference purposes. 
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care, and the varying medical needs which must be a measure of 
health insurance coverage to meet these needs, can hope adequately to 
cover such a broad segment of the community as is represented by 
Federal employees. A choice of plan is a sure way of giving the 
proponents of the various approaches, be it the comprehensive plan 
embodying free choice of physicians, group practice, or major med- 
ical, to allow their respective plans to be tested in the crucible of day- 
to-day use. 


I would like to thank the committee for myself and for my organ- 
ization for allowing me the privilege of giving this testimony. 
(Addendum A, referred to, is as follows :) 


ADDENDUM A 


MaronH 25, 1959. 
Memorandum to: Members of evaluation committee of the New York State Tem- 
porary Health Insurance Board. 
From: Arthur H. Harlow, Jr., president, Group Health Insurance Inc. 
Re claims experience from December 5, 1957, through December 4, 1958. 


The attached tables will, I believe, furnish most of the information requested, 
as well as some additional data that should prove of interest. You will note that 
the figure of 80,705 claims reported in the tables is greater than the 72,433 paid 
claims which we reported in our earlier statement of experience with the New 
York State group. The increase is explained by claims which involved more than 
one type of service. For example, a single claim form may list both out-of- 
hospital surgery and a diagnostic X-ray and would, therefore, be reported in the 
attached tables as a claim under each heading, whereas the earlier report showed 
this as one claim. The dollar amounts reported in tables I and II are consistent 
with the earlier dollar figure that we submitted. 

I want to call your attention also to the fact that the claims reported in the 
tables are cash claims which are less than incurred claims. Because of the lag 
in time between the rendering of service and the filing of a claim, the cash claims 
do not include services rendered on or before December 4, 1958, but not yet 
reported or paid. The cash figure represents an estimated 86 percent of covered 
services actually received during the first year. 

The tables show claims paid by type of service as classified by us into 12 major 
categories. The first four represent in-hospital services, and the last eight are 
out-of-hospital services. 


CLAIMS FOR EMPLOYEES AND DEPENDENTS 


Table I classifies these services as to whether they were received by employees 
or by dependents. It will be seen that 95.1 percent of the claims filed and 67.3 
percent of the dollar payments represented out-of-hospital care, with 4.9 percent 
of all claims and 32.7 percent of the dollar payments applying to in-hospital 
benefits. Home and office visits for general medical care and for annual examina- 
tions represented 78.8 percent of all claims filed (73.2 percent for employees and 
81.7 percent for dependents). It should be noted that only those claims are 
reported as annual examinations where the physician specifically indicated on the 
claim form “annual examination,” “physical checkup,” or similar wording, and 
where no diagnosis of illness was reported and no treatment was rendered. 
Therefore, it can be assumed that the services reported as annual examinations 
are understated. 

Since we do not code claims as to whether they represent immunizations or 
well-baby care, we are unable to furnish any figures on these points. 


SERVICE AND INDEMNITY CASES 


Table II shows claims by type of service, again divided into in- and out-of- 
hospital categories, but classifying them as to whether they represent indemnity 
or service benefits. Those claims listed as “service” cases represent claims 
where participating physicians or participating family doctors were used, with 
the nhvsician having agreed to accept GHI’s allowance as full payment for his 
services. Service cases represented 44.8 percent of all claims filed and 43.9 
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percent of the payments made. (It should be noted that there are cases such 
as consultations where the service benefit is never applicable. If we eleminate 
these from the report, service benefits applied in 46.2 percent of claims and repre- 
sented 45.5 percent of claims payments.) 

While we have no specific information about the efficacy of the service bene- 
fit for the New York State group, we have made numerous studies of other 
groups which show that in anywhere from 80 to 90 percent of cases the service 
benefit is effective. We have, therefore, assumed that for the New York State 
group the service benefit was effective in 85 percent of all cases. 

Indemnity claims are those where subscribers used nonparticipating physicians 
or were hospitalized in private accommodations. They also include the con- 
sultation cases mentioned above which are never service cases. Since we do 
uot tabulate the amount of the doctors’ charges represented by these claims, 
we are unable to furnish you with this figure. However, frequent surveys of 
our indemnity claims have shown that GHI’s payments average from 65 to 
75 percent of the doctors’ charges. Applying to the indemnity claims for the 
State employee group an average figure of 70 percent would produce physicians’ 
charges of approximately $720,000. If we make the same assumption for the 
15 percent of service cases where the service benefit was not effective, we arrive 
at a figure of doctors’ charges for service cases of approximately $420,000, 
making a total of doctors’ charges of approximately $1,140,000. GHI’s claims 
payments of $897,479 represented 78.8 percent of the total doctors’ charges. 

The 85 percent of service cases where GHI’s payments met the full bill 
amounted to approximately $334,000. Had there been no service benefit, and 
projecting the usual doctor’s charge, New York State employees would have 
had to pay approximately $143,000 more than they did. 


NUMBER OF SERVICES RECEIVED 


Table III shows the number of services covered by the claims paid. 

In the case of claims for general medical care in the home and office—the 
most frequent—the precise number of visits has been recorded and tabulated. 
For other categories of service, we have applied factors based on our general 


experience to show the number of separate medical services or contacts in- 
volved. The table shows that during the first year of coverage, GHI paid for 
approximately 185,000 services for New York State employees and their de 
pendents. 


UTILIZATION 


In. addition to the material reported in the three tables, we have made a 
count of the number of State employees who have filed claims with GHI during 
the first year of coverage. We have found that 11,808 separate State employees 
have had occasion during their first year to file a claim with GHI and to receive 
payment from us. This means that between 80 percent and 85 percent of all 
covered State employees are recorded as having benefited directly from their 
GHI coverage during the first year. Claims as yet unrecorded, as a result of the 
time lag mentioned above, will increase this figure. 
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TABLH III.—Estimate of number of services represented by paid claims, Dec. 5, 
1957, to Dec. 4, 1958 


Type of service Number of Factor Number of 
claims applied 4 services 


In hospital: 
Inhospital surgery 
Maternity 
Inhospital medical care 
Inhospital consultations 


Total, in hospital 


Out of hospital: 
Out-of-hospital surgery 
Home and office medical visits 
Annual examinations 
Out-of-hospital consultations. 
Diagnostic X-rays 
Diagnostic laboratory procedures 
Visiting nurse service 


3 The factors are based on Group Health Insurance’s general experience except for home and office visits 
which are the actual number of visits for New York State employees by the doctor to the patient’s home and 
the patient to the doctor’s office. 

3 Consists of 30,362 home visits; 84,302 office visits; total, 114,664. 


Mr. McCase. Local conditions can best be stated by established local 
plans geared t6 the local conditions. Group health insurance is a 
quasi-public nonprofit service plan with some 20 years’ experience 
in the field, covering approximately half a million people. It. is 


jointly controlled and policy is set by a board of directors on which 
there is equal representation of the lay community and the medical 
profession. The structure is controlled neither by the providers of 
the service nor the customers of the service. 

Among -the lay members on the board, labor and management have 
equal representation. The community should not allow itself to be- 
come impressed by so-called easy administration and simplicity for 
these factors are important, but the committee should be careful not 
to allow these characteristics to be overemphasized. 

Any plan covering 2 million people is bound to engender certain 
administrative problems and the only sure way of eliminating such 
problems is not to have a plan. Low and moderate income groups 
are no different, whether they are Federal employees or other em- 
ployees, with regard to health insurance, and hey need a plan that 
provides for full payment of services and not for partial payment. 

The Government as an employer does not pay wages equivalent to 
the cost, or part of the cost of food or part of the cost of clothing. The 
major medical philosophy of deductibles and co-insurance is for such 
a group inadequate and, speaking comparatively, a rich man’s form 
of insurance. There is no substantive statistics to prove the deductible 
or co-insurance approach in fact provides for any effective reduction 
in cost, as attempted and successfully implied in the case of service 
plans, who by their relationships with hospitals and doctors, build 
stability and control at the most effective point, the source at which 
the service is rendered. 

In fact, the limitations and controls in major medical, or at least 
as they are advertised, in effect do not exist, since there are already 
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signs that such approach to insurance merely develops new techniques 
of collusion between physician and subscriber, done in such a way as to 
raise the overall cost of medical care; whereas the patient’s ability 
to pay was often used as a measure of a doctor’s or even a hospital’s 
charge, major medical approach now induces a new and more fluent 
source of income. 

It is now a question of an insurance company’s ability to pay. Ina 
lighter vein major medical can be ar to as a medical economic 
Comstock Lode. Group Health Insurance’s recommendations in re- 
gard to choice are made primarily because we feel that it is only 
through choice many Federal employees will be given the opportunity 
to receive care under arrangements involving service rather than cash, 
arrangements which can affect the necessary controls. A choice of 

lan is a sure way of giving the proponents of the various Laniery ipa 
: the comprehensive plan embodying free choice, group practice o 
medical an opportunity to allow their respective plans to be tested in 
the crucible of day-to-day use. 

Thank you. 

Senator Jorpan. Thank you; Mr. McCabe. 

Any questions? 

(No response.) 

Senator Jorpan. Thank you very much. 

Dr. Pollack, representing Employees’ Advisory Council, AFGE, 
Eastern Regional Research Lab, USDA, Philadelphia, is our next 
witness, 


STATEMENT OF ROBERT L. POLLACK, PRESIDENT, AMERICAN FED- 
ERATION OF GOVERNMENT EMPLOYEES LODGE 1331, EASTERN 
UTILIZATION RESEARCH AND DEVELOPMENT DIVISION, AGRI- 
CULTURAL RESEARCH SERVICE, U.S. DEPARTMENT OF AGRICUL- 
TURE, WYNDMOOR, PA. 


Mr. Potxiack. Mr. Chairman and members of the committee, in 
1957 a series of unfortunate incidents which involved some of our 
fellow employees crystallized the growing determination of the em- 
ployees of our laboratory to obtain major medical protection for 
ourselves and our families. 

Our Employees Advisory Council took up the task of investigating 
this matter in an attempt to obtain such group protection, the cost 
of such a plan to be borne entirely by the employees themselves. 
Many insurance companies were contacted, all of whom refused to deal 
with us on the grounds that (1) employer participation was im- 
possible and (2) it would be necessary to bill each employee indi- 
vidually. This step would be necessary, of course, since deductions 
cannot be made from the Federal employee’s salary. 

One of the companies we contacted informed us that we were in- 
eligible for any type of group coverage because Pennsylvania regula- 
tions do not allow group policies in the absence of payroll deductions. 
The Bureau of Rates and Regulations of the Pennsylvania Insurance 
Department in Harrisburg corroborated this fact, and also informed 
us that contributory payments have to be made by the employer. 
Here then is a situation wherein a number of Government employees 
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wishing to help themselves were continually rejected because of the 
very fact that they were Government employees. 

‘After more than a year of persistent effort, we were finally able 
to contact an insurance consulting firm which worked out an insur- 
ance plan for us wherein each employee would be billed individually. 
Many of our employees, however, are not able to subscribe to this 
plan because it is only available as an adjunct to Blue Cross and Blue 
Shield. The requirement that every subscriber to the major medical 

lan also be a Blue Cross and Blue Shield subscriber was laid down 

y the Associated Hospital Service of Philadelphia, and had we not 
complied with this requirement we would have lost Blue Cross and 
Blue Shield coverage for all of our employees. The cost of both 
Blue Cross-Blue Shield and Major Medical Insurance is too high for 
many employees to meet, and therefore they must forgo major medical 
protection. 

Present indications are that Blue Cross premiums, increased 39 
percent last year, will be increased further, at least in the Philadelphia 
area. This will undoubtedly have the effect of causing more em- 
ployees to reduce the amount of medical insurance they will be able 
to carry under present economic conditions. 

It is only too apparent that the Federal Government has fallen 
far behind in providing medical protection for its employees. It 
has not only fallen behind industry in this respect, but even local 
city governments, such as New York and Philadelphia, whose em- 
ployees are given medical protection. We feel that the Federal Gov- 
ernment, as the Nation’s largest employer, should at least equal the 
efforts of other employers in giving the people who serve it some 
security against the financial Tisester that serious or prolonged ill- 
nesses often bring. 

We of the American Federation of Government Employees Lodge 
1331 support wholeheartedly Senate bill 94, the Johnston bill, which 
will bring the Government into partnership with its employees in 
this crucial matter of medical care. 

In the summary, in the desire to help ourselves, we have been con- 
tinually hampered in our efforts and we must look to the U.S. Gov- 
ernment for help in this matter. 

Thank you. 

Senator Yarsoroucu (presiding). Do the members of the staff 
have any questions they desire to ask the witness ? 

Mr. Brawtey. I have a question, Mr. Chairman. 

Dr. Stubbs made an observation similar to yours, about the cost of 
Blue Cross, Blue Shield, and Major Medical. What premium would 
you feel would have been one the employees all could afford? 

Mr. Potuack. I feel that the combined cost. would probably range 
in the area of $10 to $15 a month for perhaps a family, or at least the 
overall, the maximum cost, and at the present time it extends far 
beyond that for those who do carry this plan. The Blue Cross and 
Blue Shield alone is something like 12, and then the Major Medical 
coverage is on top of that plan. 

Senator Yarsorouen. Is this figure correct, Mr. Pollack, that Blue 
Cross premiums increased 39 percent last year in the Philadelphia 
area, in 1 year? 
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Mr. Potxack. I feel that is close to the approximation, sir. In fact, 
yesterday morning the newspapers carried another article that they 
are asking for'a 20 percent rate as of the present time. 

Senator Yarsoroucu. Blue Cross? 

Mr. Potuack. Yes, sir. 

Senator YarsorouGH: Is that one area of the country only ? ; 

Mr. Potuack. I feel,as far.as 1 know, from the newspaper. article, 
it isin the Philadelphia area at the present time. 

Senator Yarsoroucu. Do you have any information as to whether 
there have been other increases say in the last 5-year period, in that 
premium ? 

Mr. Potiack. No; I do not know. 

Senator YarsoroucH. How much total increases, if there were 
others, would there have been say over 5 years? _ 

Mr. Potxiack. I have no information on that, sir. 

Senator Yarsoroueu. Thank you, Mr. Pollack, for your statement. 

(The following communication was subsequently received and was 
ordered to be printed :) 

LopcéE 1331, 
AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES, 
Philadelphia, Pa., April 28, 1959. 
Senator RicHarpD L. NEUBERGER, 
Chairman, Insurance Subcommittee of the Senate Post Office and Civil Service 
Committee, Senate Office Building, Washington, D.C. 

DEAR Stir: I would like to take the opportunity at the present time to thank 
you and your committee for allowing me to appear before you on behalf of my 
colleagues and fellow employees at the Department of Agriculture in Wyndmoor, 
Pa. I am certain that you have already reviewed the enclosed statement I made 
before your committee on April 23. On the previous day I contacted the Bureau 
of Rates and Regulations of the Pennsylvania Insurance Department in Harris- 
burg concerning the ineligibility of employees to obtain group insurance of any 
kind when there is no employer-employee relationship and the employees wish 
to obtain the protection by paying for it themselves. I am enclosing a copy of 
the letter which was sent to me and would like to request that it be included in 
the records of the committee for your evaluation. I feel that our particular Gov- 
ernment establishment is unique: because of the determination of a number of 
our employees to secure needed protection for ourselves and our families we were 
finally able to obtain some protection. Although the present arrangement is 
far from being ideal, it nevertheless does help, and we feel proud that it is due 
solely to our own efforts. 

We are still concerned, however, with the number of our own employees who 
were not able to avail themselves of this protection because of financial reasons, 
as well as with the fact that every employee in the State of Pennsylvania (ap- 
proximately 100,000 in the Philadelphia area alone) is legally prevented from 
obtaining group insurance protection. Because of the imposed limitation on 
what the Federal employee can do for himself, our only hope now is that your 
efforts will succeed in having S. 94 become an operational reality. 

Thanking you for your continued and sincere interest, I remain. 

Very truly yours, 
Dr. Ropert L. Potiack, President. 


COMMONWEALTH OF PENNSYLVANIA, 
INSURANCE DEPARTMENT, 
Harrisburg, April 22, 1959. 
Dr. Rosert L. PoLuack, 
U.S. Department of Agriculture, 
Philadelphia, Pa. 


Dear Sir: I am writing to you in reference to our telephone discussion of the 
above date pertaining to the employees paying the entire premium on group ma- 
jor medical insurance. 

I wish to quote the particular section of the code which is under the Group 
Insurance Act 367, section 2 (40 P.S. 5382.2), which states that “No policy may 
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be issued on which the entire premium is to be derived from funds contributed 
by the insured employees.” 

I hope this answers the question you had in mind, plus if we may be of any 
future assistance, please do not hesitate in calling upon us. 

Very truly yours, 
Frank P. SHUMAN, 
Bureau of Rate Regulations. 

Senator Yarsoroucu. The next witness is Dr. Joseph M. Babcock, 

American Optometric Association. 


STATEMENT OF DR. JOSEPH M. BABCOCK, PORTSMOUTH, OHIO, DI- 
RECTOR, DEPARTMENT OF NATIONAL AFFAIRS, AMERICAN 
OPTOMETRIC ASSOCIATION 


Dr. Bascocx. Mr. Chairman, members of the committee, my name is 
Joseph M. Babcock. I reside in Portsmouth, Ohio, where I have been 
engaged in the practice of optometry for more than 40 years. I have 
been in charge of the department of national affairs of the American 
Optometric Association for the past 16 years, during which time I 
have also served as secretary to the Ohio State Optometric Asso- 
ciation. 

Our national association, like most others in the health field, is com- 
posed of individual members in each of the 49 States and the District 
of Columbia. In most instances the individual joins the local or State 
association and at the same time becomes a member of the national 
organization. 

Our interest in S, 94 is to make certain that Government employees, 
who elect to avail themselves of the benefits sought to be provided by 
this bill, shall be free to select a member of the optometric profession 
for their vision care if they so desire. In the title of the bill the words 
“health service benefits” appear and are repeated in several instances 
throughout the bill, but the words “medical care” are also used in the 
bill, and it has been our experience in dealing with agencies of the 
Government that where the term “medical care” is used members of 
our profession are excluded even though the individual patient often 
prefers to have an optometrist perform the service to which that indi- 
. vidual is entitled. 

Before going further, it might be well if I briefly described the 
ualifications and functions of the two groups which provide the pro- 
essional service essential to the care and preservation of the vision 

of the American people. They are the optometrists and ophthal- 
mologists. 

The optometrists constitute the group especially trained to examine 
the eyes of their patients for defects in vision. When these are caused 
by conditions which either partially or wholly require medication or 
surgery, the patient is referred toa physician. In civilian life between 
60 and 70 percent of those seeking professional advice for their visual 
problems consult optometrists. In each of the 49 States and the Dis- 
trict of Columbia, a person now seeking an original license to practice 
optometry must be a graduate of an approved school or college of 
optometry which requires a minimum of 5 years of study at the college 
level, 3 of which are devoted to the optometric specialty. They are also 
required to pass a State board examination. There are in the United 
States somewhere in the neighborhood of 18,000 practicing optome- 
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trists. They specialize in refractions, prescribing and fitting spec- 
tacles, contact lenses, orthoptics, subnormal vision aid, and visual 
problems of schoolchildren, motorists, aging, and the employed. 

The other group is known as ophthalmologists. Some of these have 
been certified by the American Board of Ophthalmology and others 
use the term without being certified. They are all physicians. Those 
certified have taken postgraduate work in the field of eye care, have 
completed a residency in an eye hospital, and passed the examinations 
given by the American Board of Ophthalmology. They are especially 
trained to perform eye surgery and to treat diseases of the eye, as well 
as to refract. 

There is no statutory regulation of an ophthalmologist, and any 
physician, even with a general medical education which includes only 
a smattering of training in the care of the eye, may if he so desires 
call himself an ophthalmologist, an oculist, or an eye specialist. 

Congress on numerous occasions in the last 15 years has enacted 
legislation recognizing the professional status of optometrists. One 
example was the passage in 1947 of the Medical Service Corps Act 
as the result of which optometrists are now accorded commission 
status in the Army, Navy, and Air Force. There are some 350 op- 
tometry officers on active duty in the three services with ranks ranging 
from ensign and second lieutenant to colonel or its equivalent in the 
Navy which is captain. There are also a substantial number of 
civilian optometrists who are employed by the three services either 
on a part-time or full-time basis. 

The 1950 amendments to the social security law expressly provided 
that the services of optometrists should be made available to recipients 
of the aid to the blind program in the several States in order that the 
States could qualify for Federal funds. 

The 1958 revision of the laws relating to the Veterans’ Administra- 
tion expressly included optometrists in the Medical Department. 

The American Optometric Association has a standing committee 
known as the committee on social and health care trends. One of 
the principal functions of this committee has been to work with labor 
organizations, employers, and others interested in group health with 
a view to including vision care in these programs. As a result the 
Federal Safety Council in California which, if I am informed cor- 
rectly, would qualify as a carrier under section 3(c) of the bill, has a 
contract with the California Vision Service to provide optometric 
services for the beneficiaries of the Federal Safety Council program, 
who desire them. 

It is also my understanding that the Group Health Association in 
the District of Columbia, of which many Federal employees are 
members, provides optometric services as part of their coverage. 

Under these circumstances, I would strongly recommend that if, as, 
and when S. 94 is reported to the full committee, it be amended by 
deleting the word “medical” wherever it appears in the bill and insert- 
ing in lieu thereof the word “health”; and that on page 10, line 7, 
the word “physicians” be deleted and the words “duly licensed health 
practitioners” be substituted for it. On page 11, line 10, I would sug- 
gest that a period be substituted for the comma after the word “de- 
pienari and that the balance of line 10 and all of lines 11 and 12 be 

eleted. 
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It would unduly impose upon the time of the committee if I at- 
tempted to give you, even in summary form, some of the accomplish- 
ments of our profession in providing vision care for the partially 
blind, for the aging, for industrial workers, and for childiven and 
youth. But, in conclusion, I would like to call your attention to a 
statement made in 1957 by Richard E. Hoover, M.D., ophthalmo- 
logical consultant to the Industrial Home for the Blind in 3rooklyn, 
N.Y. In commenting upon the success of the program for the par- 
tially sighted he said : 


This program could not have attained the popularity which it enjoys and the 
indicated in this report without the support, sincere interest, and capabilities 
of the director, the ophthalmologist, the optometrist, and the service and adminis- 
trative personnel. A much needed service has been rendered. 

Senator Johnston, who introduced S. 94, when he was Governor of 
South Carolina approved legislation strengthening the optometry 
laws of his home State, and he has also introduced legislation which 
passed the Senate but unfortunately died in the House to strengthen 
the optometry laws in the District of Columbia. 

Since my statement was prepared, the question of these proposed 
amendments has been taken up with Senator Johnston and he has 
indicated he has no objection to them. 

Senator YarsoroucH. Dr. Babcock, the specific thing that you de- 
sire is that optometrists be in the category of persons who might render 
medical care under any such terms BF inmideds eas might be adopted / 

Dr. Bascock. Our reason for asking to use the words “health care” 
is that in many instances we are discriminated against on the ground 
that it says “medical care.” 

Senator Yarsoroucu. That isthe point Iam coming to. 

Now, you recommend that the terminology be changed and that 
the words “duly licensed health practitioner” be substituted for “medi- 
cal care.” Doesn’t that term “duly licensed health practitioner” go far 
beyond what you have in mind? For example, suppose the State 
authorized faith healing. And of course under a person’s right to 
religious freedom, he can practice the faith healing. Some ‘States 
have express exemptions from their license laws of faith healing, 
they don’t try to regulate them, but exempt them. What about na- 
turopaths? Some States list naturopaths. 

All I am asking you—I am not attempting to say whether they 
should or should not, but did you intend to go that far in your amend- 
ment ? 

Dr. Bascock. No. 

Senator YarsoroucH. The committee staff will study the proposed 
amendment, and we are glad to have your views on this and the views 
of your association, and particularly the facts you set out in your 
statement. 

Dr. Bascocx. Thank you very much, Mr. Chairman. 

Senator YarsoroucH. Does the staff have any questions ? 

(Noresponse. ) 

Senator Yarsoroucu. Dr. Babcock, in your conversation with Sena- 
tor Johnston, did he approve this express language you have or was 
it rather an approval of participation of your gr roup ! 

Dr. Bascock. Participation of our group. Lack of discrimination 
is all we are asking for. 

Senator Yarsoroucu. Thank you. 
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The next witness is Dr. Abe Rubin. 


STATEMENT OF DR. ABE RUBIN, SECRETARY AND EDITOR OF THE 
AMERICAN PODIATRY ASSOCIATION 


Dr. Rustin. Honorable Chairman, members of the Insurance Sub- 
committee of the Senate Post Office and Civil Service Committee, I 
am Dr. Abe Rubin, secretary and editor of the American Podiatry 
Association—known from 1912 until January 1958 as the National 
Association of Chiropodists. In the interests of those Federal em- 
ployees who are patients of members of our profession, I should like 
to present some information to assist you in your consideration of 
legislation being proposed to provide for Government contribution 
toward personal health service benefits for civilian officers and em- 
ployees in the U.S. service and their dependents. 

The association has not considered whether Government contribu- 
tion to health service plans for Federal employees is advisable or 
inadvisable. I might add or the proportion thereof. However, I am 
confident that the large majority of our membership believe that 
employees of the Federal Government are entitled to the same con- 
sideration as employees of private industry. As a profession, we are 
concerned that any legislation enacted assures free choice of doctor 
by Federal employees for health service benefits provided. We believe 
this point is important because, in the past, some legislation and/or 
resulting administrative regulations have denied some patients the 
aes to elect their podiatrist-chiropodist to perform a pro- 
vided service or procedure. This is because we have failed to inform 
appropriate peoples and agencies. 

Twenty years ago in a report—Journal of American Medical Asso- 
ciation, page 1384, April 8, 1939—accepted by the American Medical 
Association, its judicial council stated, in part, that our profession 
“fairly well satisfies a gap in medical care that the (medical) profes- 
sion has failed to fill.” Our schools are accredited institutions listed 
in the Education Directory, part III, Higher Education, published 
by the Office of Education, Department of Health, Education, and 
Welfare. 

Members of our profession are legally qualified by licensure and by 
education and training to diagnose and treat the human foot by medi- 
cal, surgical, and other means in all the States, Territories, and the 
District of Columbia. I might add the Commonwealth of Puerto 
Rico as well. It is, therefore, likely that a Federal employee, or his 
dependents, eligible for personal health service benefits would elect 
a podiatrist-chiropodist to perform a provided health service. This 
right of free choice should not be abridged by legislation, adminis- 
trative regulation, or contractual agreement with an insurance carrier. 

Most insurance companies honor claims for contractual health serv- 
ice benefits when a podiatrist-chiropodist renders the service he is 
legally qualified to perform. Approximately half of our members 
practice in States in which Blue Shield-Blue Cross plans honor claims 
for services performed by podiatrists-chiropodists. In some States 
insurance regulatory agencies will not allow contracts to be written 
which restrict the patient’s free choice of our practitioners for sched- 
uled service. 
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I might add at this point that in a considerable number of States 
medical service plans are set up under special enabling acts and in 
several other States the legislation has been enacted permitting the 
medical service plans to incorporate podiatrists-chiropodists in 
their services. 

As we are able to inform more and more responsible authorities and 
individuals, this right of the patient is being extended very rapidly. 
This represents a fundamental philosophy in that the individual is 
insured for health service benefits to be provided, and not for who 
shall perform the service. 

Of more than passing interest is the fact that permitting the Fed- 
eral employee, or dependent, to elect a podiatrist-chiropodist will 
not in any way increase the costs of providing health service benefits, 
since the specific service or procedure must be one that is provided 
in any contract or agreement. 

Much effort has been expended to correct inequities, and sometimes 
to reduce hardship, at both Federal and State levels, in this field of 
health service benefits. We believe you will recognize the wisdom in 

reventing this at its source. This can be assured in several ways. 
hree such means are: 

(a) Requiring that surgical, medical, or other health services shall 
be performed by a practitioner legally qualified in the State in which 
he practices to perform such service. 

6) By specifically naming the kinds of practioners such as phy- 
sician, dentist, podiatrist-chiropodist, or others you might wish to add. 

(c) By defining physician and/or surgeon for this act to be indi- 
vidual legally qualified in the State in which he practices to perform 
the medical, surgical, or other health service provided by this act. 

It is our belief that this statement suggests some means, and justi- 
fies our petitioning you to provide that S. 94—or similar legislation— 
assure the Federal employee, or his dependent, of his “free choice” of 
doctor for benefits provided and that resulting administrative regu- 
lations and contracts do likewise. 

It would please me to be of service to you by attempting to answer 
any question you might raise. If I cannot answer your question, | 
will make a note of it and endeavor to provide a satisfactory reply 
by letter to your committee. 

Senator Yarsoroueu. Dr. Rubin, I have just one question. You 
say approximately half of our members practice in States in which 
Blue Shield-Blue Cross plans honor claims for services performed 
by podiatrists. Are there some States in which Blue Cross and Blue 
Shield do not honor such a claim ? 

Dr. Rusty. That is correct, sir. I have a list of the States in 
which they are honored and which they are not, if that would be of 
any interest. 

Senator YAarsoroucH. We don’t need to go into the list of States, 
but what is the basis on which they are not honored; is it State law 
or 

Dr. Rusty. In most cases because of a special enabling act which 
authorized only M.D.’s are permitted to participate and we have had 
to go to many State legislatures to get correction in the State act. 

In 15 States the Blue Cross-Blue Shield plans come under the regu- 
lar insurance regulatory agencies, and in those instances it has been 
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a matter of negation with the Blue Cross and Blue Shield, and in most 
instances we have been able to persuade them of the right of the pa- 
tient to shoose his own doctor. 

Senator Yarsorouen. This raises a question somewhat similar to 
that raised by the preceding witness, Dr. Babcock. I notice your 
recommendation “(d)” is that the act specifically name the kind of 
practitioners, such as physician, dentist, or podiatrist or optometrist, 
that you name or spell out the types of practitioners who might be 
paid through the policies. 

Dr. Rusty. That would be one way of doing it, sir, and probably 
would be the one that would avoid any problems such as you men- 
tioned to Dr. Babcock, and that is having people who are perhaps 
legally qualified but perhaps not much more than legally qualified. 

Senator YarsoroueH. Thank you, Doctor. 

The next witness, Mr. Charles L. Massie, president, Federal Postal 
Hospital Association, Kansas City, Mo. 


STATEMENT OF CHARLES L. MASSIE, PRESIDENT, FEDERAL POSTAL 
HOSPITAL ASSOCIATION, KANSAS CITY, MO., ACCOMPANIED BY 
DOYLE D. BONEWITS, VICE PRESIDENT 


Mr. Masste. Mr. Chairman, my name is Charles L. Massie. I am 
president of the Federal Postal Hospital Association. Accompanying 
me is Mr. Doyle D. Bonewits, vice president. This is a nonprofit 
organization incorporated under the laws of the State of Missouri 
governing benevolent corporations. 

Allow me, Mr. Chairman, to express our thanks to this committee 
for extending to us the opportunity of appearing at this hearing and 
to voice our views concerning the proposed legislation. 

This association started in 1937 with fewer than 100 members for 
the sole purpose of providing hospitalization to postal transportation 
clerks and their families at cost. It has so remained all these years. 
Today there are 14,000 members participating in hospitalization and 
11,230 who have the surgical plan. We are national in scope, operat- 
ing in 48 States, and have paid benefits of approximately $2 million. 
Over a period of 22 years we have continuously raised old benefits and 
provided new ones as conditions warranted. 

Our purpose in appearing before this committee is twofold: (1) To 
state that we heartily endorse Federal health legislation, and (2) to 
offer proposals and suggestions of our own based on 22 years of 
experience in this field. 

The benefits proposed in S. 94, usually referred to as fringe bene- 
fits, are benefits which employers in private industry all over the 
Nation have given to their employees in the last 10 years. Employees 
of the Government, lacking great means, have in the past provided 
this protection for themselves and their families through associations 
such as ours. For years postal transportation clerks have initiated 
organizations such as credit unions, hospital associations, accident and 
fraternal companies, and life insurance plans known as immediate 
relief associations. All of these things have been done with the idea 
only of furnishing as much family protection to these Federal em- 
ployees as possible at a minimum cost. Therefore, we are very much 
pleased to see the interest of the Federal Government. in providing 
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such services and benefits under the Federal health plan and we are 
sure that after everyone has been heard this committee will submit 
a recommendation satisfactory to all Federal employees. 

We are proud of the economic operation of the Federal Postal 
Hospital Association. Our administrative costs over the past 5 years 
have averaged only 10 poses per year. 

Federal employees, having modest incomes, are interested in a basic 
plan of hospitalization furnishing the best coverage possible to obtain 
where costs are not excessive and service is the prime factor. By 
the Federal health plan of cocontribution, coverage will be much 
improved. It does not seem unreasonable that a comprehensive medi- 
eal, hospital, and surgical plan including major medical could be 
evolved embracing these objectives at a moderate premium to the 
2 million Federal employees, and that an all-inclusive standard plan 
covering all employees could be underwritten by eligible associations 
such as ours. 

It is obvious that the variance in hospital costs throughout the 
country strike an overall average and, of course, costs must be based 
on that average. By the same token we fully support provisions of 
S. 94 which permit retired employees to participate in the eo by 
making contributions from their annuities, es vines y Govern- 
ment contributions. If major medical is properly identified in a stand- 
ard plan embracing full and comprehensive plans there need be no 
deductive features. 

We are proud that virtually 100 percent of our members are postal 
transportation clerks and are also members of the National Postal 
Transport Association, which includes many retired employees who 
have been members of our association for over 20 years. 

Probably ours is the only hospital association, nonprofit or com- 
mercial, that omer a method of direct payment of the entire hospital 
bill for the member to the hospital. We find this is in accord with the 
recommendations of your committee as contained in U.S. Civil Service 
Commission report of April 8, 1959, page 3, paragraph 7. We have 
been highly commended by hospital administrators over the Nation 
for this method of benefit payments. 

We are interested in making some suggestions to this distinguished 
committee which we think will be beneficial on some of the contro- 
versial points of S. 94. 

1. There could be duplication of benefits to members under this bill. 
There is no povision to exclude benefits involving third party liability, 
or for State and Federal hospitalization wherein the recipient receives 
free benefits. 

2. There should be a clarification of benefits for mental disorders and 
psychiatric treatments. 

3. Practically all Federal employees eligible to join the Federal plan 
already belong to some kind of an organization furnishing sepililien- 
tion and surgery benefits. Probably very few of them carry any form 
of major medical coverage. The history of our association discloses 
that over the past 5 years as a yearly average we would have had 1 
ease of major medical for every 2,200 members in hospital benefits, 


and 1 case for every 725 members carrying surgical coverage. 

We believe the rate structure could be provided and incorporated 
in the standard plan and would be at a much lower level than antici- 
pated by the Civil Service Commission. 
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Assuming there is one standard comprehensive plan including major 
medical, then the deductible amounts of $100, $200, $300 as stated on 
page 8, line 10, in S. 94 would be paid out of the basic insurance plan, 
with major medical assuming payment of the remainder. In any 
event, the whole rate structure depends on what benefits are required 
of the carrier. 

4, Every day 1,000 more Americans reach the age of 65, and many of 
them are Federal employees. Many hospital plans restrict benefits at 
age 65 or before. We are very glad to see the interest by your com- 
mittee in these people who have devoted their lives to Government 
service. Certainly they should not become forgotten men. No Fed- 
eral health plan should be passed that does not include them and make 
them a part of continuous coverage. Our organization considers these 
senior citizens as having built up a reserve sufficient to carry them and 
their families in their declining days. Therefore, we have never dis- 
criminated against them in reduction of benefits or increase in rates, 
There is no justification for it. 

In conclusion, (1) we believe that S. 94 is a workable bill and that it 
presents much needed legislation and reflects great effort on the part 
of this committee to protect Government workers with a suitable 
health plan. 

(2) There should be formulated one standard plan of comprehen- 
sive health benefits composed of all the factors of coverage. Basic 
principles of this health plan should be in rendering services for the 
welfare of Government employees, which of course means the greatest 
possible benefits for the least amount of money. 

(3) The Federal Postal Hospital Association of Kansas City, Mo., 
is proud of the important role we have had in the past 22 years in 
the welfare of a segment of Federal employees, and it is our sincere 
belief that as a service organization we are fully qualified to continue 
in such service. 

(4) We sincerely hope that all applicants meeting the provisions of 
section 5 of S. 94 will be given a competitive opportunity of being 
considered as a carrier. 

(5) Mr. Chairman, and members of this distinguished committee, 
please accept our sincere appreciation for the privilege of appearing 
before you in support of this legislation. 

Senator Yarroroucu. Mr. Massie, I want to congratulate you on 
this very fine statement. It is beneficial to the committee. I want 
to congratulate your association for the work it has done. I have 
been impressed with the number of the accomplishments of your 
association, one, that your administrative costs, over the past 5 years 
have averaged only 10 percent, and your statement that yours is 
probably the only hospital association nonprofit or commercial, either 
one, that employs a method of direct payment of the entire hospital 
bill. 

I think each of those is an achievement that any organization could 
be proud of, and among your recommendations I think that it is 
very worthy of notice, the fact that you wouldn’t cut off health benefits 
when a person reaches the age of 65, when they are apt to need it the 
most. 

Thank you for your statement. 

Are there questions ? 
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Mr. Pascua. Mr. Massie, I notice your administrative costs in- 
crease 10 percent. On how broad a basis do you figure your admin- 
istrative costs? Iam interested, in that any organization can hold its 
administrative costs to an increase of 10 percent over the past 5 years. 

Mr. Massie. That is based on the entire operating costs of our or- 
ganization, other than the moneys that are paid as claims or diverted 
to our reserve for protection of the members. I might state that in 
the past 22 years the average has been only 12 percent and in the last 
5 years, through our growth, that operating expense has been reduced 
to »n average of 10 percent. 

. PascHau. Just one other question. You refer here to No. 4, 
in your conclusion—may I ask you, do you consider that your organi- 
zation qualifies under section 5 of S. 94? 

Mr. Masstre. Yes, we do. 

Mr. Pascuat. On what basis do you figure that, on what fact’ 

Mr. Masse. Federal Postal Hospital Association is national in 
scope. It offers health services to include hospital and surgical care 
for postal employees, of the Government, over 48 States. 

Mr. Pascua. Thank you. 

Senator Yarsoroucn. Any other questions by the staff? 

Mr. Kertrn. I am a little confused by this 10 percent. Ten percent 
of what? Is it 10 percent of your premiums or 10 percent of your 
benefits ? 

Mr. Massre. It is 10 percent of the total moneys taken in as to 
our operating costs. The remainder of course is paid in claims and 
into our reserves. Of 100 percent of our income, only 10 percent has 
been necessary for the administrative or operating costs of the Federal 
Postal Hospital Association. 

Mr. Kerirn. Do you know how that compares with the operating 
costs of Blue Cross? 

Mr. Massre. Well, I am sure I couldn’t have those statistics, as 
much as I would like to have them. But I am positive that in rela- 
tion to commercial insurance and probably to Blue Cross, that our 
operating expenses are at least as low or focbably lower. 

Mr. Kerry. Does your plan include major medical coverage? 

Mr. Masste. No, it does not, at the present time. We feel that the 
services related to major medical would definitely have to be spelled 
out. I am assuming this has reference to a further inclusion of it, 
that your question is directed in that manner. 

Mr. Kerry. That is right. 

Mr. Massre. In other words, there are such things as so-called rest 
cures, vicious acts of a member that might be the result of acute alco- 
holism or drug addiction, or claims based on the commission after 
criminal things of that nature. We feel that we could very capably 
provide a major medical plan, if we had the actual field that would 
be covered under a major medical plan, as in previous testimony here 
this morning, it was noted that there are many things that are identi- 
fied as possibly to be included under a major medical plan. The sta- 
tistics that we have at our disposal could enable us to definitely in- 
clude a major medical plan, as we have included other services 
through the years as conditions warranted. 

Mr. Kerry. Thank you. 





HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 175 


Mr. Braw ey. I believe that the published figures of Blue Cross/ 
Blue Shield will show that the administrative costs were between 6 
and 7 percent. 

Mr. Massre. Those are published ? 

Mr. Brawtey. Yes. 

Mr. Masste. Is that on a nationwide basis or one individual Blue 
Cross plan, might I ask? 

Mr. Brawtey. That is on an average, I believe. 

Senator YarsoroueH. Thank you very much, Mr. Massie. 

Mr. Masstz. Thank you, sir. 

Senator Yarsorouen. Mr. Nagle? 


STATEMENT OF PAUL A. NAGLE, PRESIDENT, NATIONAL POSTAL 
TRANSPORT ASSOCIATION 


Mr. Nacitxr. My name is Paul Nagle, president of the National 
Postal Transport Association, representing the postal transportation 
clerks of the United States and railway post office clerks. 

In deference to the wishes of the chairman, I will present my pre- 
pared statement and will simply make some comments which I hope 
will be pertinent, and of some value to the committee. 

I want to express to you my real appreciation and my commendation 
for the work you are doing, the magnificent crusade upon which this 
subcommittee has embarked. 

I am reminded of a passage in St. Paul’s Epistle to the Hebrews 
where he says, “He who buildeth a house hath more honor than the 
house.” I think in the years ahead, as this program is developed, 
the motivations which impelled this subcommittee to begin its work 
and to develop the plan of health insurance for Federal employees is 
going to be an enduring monument to your sentiments and to your 
motivations. 

I feel that there are a number of encouraging things that have taken 
place. The most encouraging, perhaps, is the fact that the admin- 
istration, the Federal Government, is now prepared to undertake a 
program of health insurance. I am a little distressed at some of 
the aspects of it. I am concerned somewhat about the scale of values 
which we follow, not only in regard to this particular program but also 
in our general Lenitenale to health insurance problems. 

For example, it has been said that the person who develops a cure 
for baldness is going to secure for himself a greater economic reward 
than the one who develops a cure for cancer. I think this might be a 
rather sad commentary. 

However, looking at the cost of things, the Civil Service Commis- 
sion estimated that the cost of the program, in advance to this subcom- 
mittee, would be $243 million. It has also estimated the cost of S. 94 
would be $405 million and the witness for Blue Cross estimated that 
the actual cost would be somewhere in between. 

I mention this because of two things, one, in our opinion the Blue 
Cross figure is probably closer to the actual value of the outlay to 
finance S. 94 and, secondly, because of the exact figure involved. 
The administration, the Civil Service Commission, has said that the 
cost of S. 94 would be $405 million. Now just a few days ago it was 
announced we are preparing to spend $500 million to propel one man 
into outer space. I think it is a peculiar commentary that while we 
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have no reluctance to spend a half billion dollars to propel one man 
into outer space, we have some reluctance about spending less than 
that amount to fill a deep inner void in the health needs of every 
member of the Federal employee family. 

I think that we might—and I am sure this subcommittee in the 
course of its deliberations will develop a balanced approach to cost 
and value received, and that the Federal employee as a group is going 
to benefit markedly. 

I think there are some hazards involved in the Civil Service Com- 
mission approach. Perhaps the most immediate one is the one of 
delay. This has caused us concern, that the Civil Service Commission 
has proposed almost a year before the plan would become effective. 
To the extent that the delay which is proposed by the Commission 
would impose hardship on the Federal employee, we. think that 
the request of the Government in this regard, the executive branch, be 
set aside and that the effective date set forth in S. 94 should be followed. 

Another hazard, in our opinion, is that of monopoly. Now in the 
opinion of the National Postal Transport Association, Mr. Chair- 
man, if there is to be monopoly in this program, it should be the 
monopoly which you yourself recommended a few days ago, when you 
asked the witness whether it would not be feasible for the executive 
branch, Federal Government, to undertake the insurance of the em- 
ployees, and thereby remove any additional or fringe costs. I think 
this is certainly desirable. 

However, looking at it practically, it appears to us that the thing 
to do, most of all, at this stage, is insure that the groups participating 
are given a chance to participate. For example, we have talked about 
retirees. And the executive branch, the spokesman for the executive 
branch, said that only with certain very clear restrictions should 
retirees be allowed to participate in the program. 

We think that because retirees, civil service annuitants, are mem- 
bers of current groups, and because, unless the groups to which they 
belong are givel an opportunity to participate in the Federal em- 
ployee’s health insurance program, that we will find that the groups 
of individual employees which are now flourishing would find them- 
selves with only retired members on their rolls and that certainly 
with something like that, all the witnesses who have preceded me to 
this table have declared the cost of the financing, the insurance, health 
insurance to the senior citizen would be such as to make the financial 
burden on these people prohibitive and intolerable. 

There is another hazard and this is the final one, I think really, 
and that is the one of benefit dilution. We have found, in some cases, 
that when functions such as that intended by S. 94 are provided, the 
costs are increased and the employee, the individual protected, finds 
he is making as great an outlay, even with supplemental payment from 
the Federal Government, his net outlays have not been reduced. 

I think this is a real hazard and one which surely should have the 
careful attention of your subcommittee. 

I have here a clipping from the Philadelphia Inquirer, for yester- 
day, that is April 22, and the headline of the clipping is “Blue Cross 
to seek additional 15 to 20 percent increase in rates” and the entire 
article is directed toward the need to adjust the rates of the Blue Cross 
group. One paragraph here is of special significance. It advocates 
a merit plan and it says: 
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Under the merit plan, now in effect in Massachusetts and Illinois, groups using 
less than average service benefits would be accorded reduced rates. Those of 
higher service benefit experience would have their rates adjusted upward. 

I believe that the witnesses who have appeared before me at this 
table have rather uniformly said we should have one plan or as close 
to one plan as we could come, and I think that the headline on this 
page, the content of the quotation which I just gave, indicates that 
the hazard which perhaps most of all we need to protect against is 
the likelihood that benefits dilution will take place 1f and when S. 94 
isapproved. ; 

There is one other aspect of this feature of it and that aspect is the 
one of deductibles. After the first day’s hearings the people who come 
to this table spoke in opposition to deductibles, and it was certainly 
pleasing to me to note that the sentiment now is rather strongly 
against deductibles from the standpoint of sheer economy on the part 
of the administering people and this certainly concurs with my own 
thinking. 

I believe that. we have two things in this regard, when we set. up a 
deductible; we have regional variations, it is true, in hospital charges, 
and consequently the deductible in one part of the country and in one 
hospital, would have a higher overall impact than the same deductible 
in another part of the country. 

Also, the cost of administering a plan might and would vary from 
point to point. However, the significant thing to me it seems is the 
human one rather than the economic one and that I believe it has 
been demonstrated that the charge that initial coverage would en- 
courage frivolous use of health msurance has been pretty well laid 
aside, and I hope that as this committee proceeds with its delibera- 
tions it will be found that this frivolity does not and will not be a 
danger. 

I think, however, the major part of the reason why we should avoid 
deductibles is that the health insurance concept of S. 94 is preventive 
incharacter. I think none of us can tell exactly when a mouth canker 
would develop into a mouth cancer. I think it is impossible to predict 
when a nervous twitch is going to develop to a nervous breakdown and 
none of us can say when digestive congestion is really the forerunner 
of a cardiac condition. 

For these reasons we need to have coverage at the time when it is 
most needed and the individual should be in such a position as to be 
able to seek protection at that point. 

We do not now, I submit to you, Mr. Chairman, know actually what 
the cost of major medical would be if we had true preventive medi- 
cine. It has been said here by the witness for the Civil Service Com- 
mission we could not have both initial coverage and major medical 
under the scale of charges that is contemplated. 

I believe we don’t know whether this is true because we can’t tell 
how many people would avoid major medical costs, if they had access 
to the initial coverage. This is the reason why in my opinion the de- 
ductible features should be laid aside. 

However, the features aside from deductible, most significant. is 
that feature of major medical coverage. And we in the National 
Postal Transport Association advocate full major medical cover, be- 
cause only by providing this can the costs be diluted in such a way as 
to make it accessible to everyone. 
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In any fraternal family and business family, and my personal fam- 
ily, I have had experience with major medical situations. For example, 
the president of one of our branches, the Abe Lincoln Branch in 
Springfield, Ill., just lost his wife after having expended $10,500 in 
medical bills, which he has remaining now and having lost his prop- 
erty, including virtually everything except his clothing. I think it is 
an extreme case, but less extreme is one in which one of our members 
incurred a cost of $3,000, was forced to resign from the service, in 
order to secure from the civil service retirement fund the contribution 
he had made, to pay the medical bills he had incurred. This is really 
tragic. 

In my official family, we have three girls in the office of the associa- 
tion, one of whom is a polio victim and her economic condition today, 
in fact perhaps the survival of her family today is predicated by the 
fact the Polio Foundation did a sesselatiste job in the repeated surgery 
which was necessary. 

Two other girls, both of whom had been submitted either directly or 
through their children to hospital care, developed staphylococcic in- 
fection, which in turn created a major medical aspect which is quite 
aside from anything we have discussed. I think hospital responsibility 
in something like this is an intangible factor which does have an 
impact. 

In my personal family, my mother died a month ago after a pro- 
longed illness of 9 years—my father was enrolled with United Auto- 
mobile Workers’ Blue Cross plan and even after his death, 2 years 
ago, my mother continued to receive coverage and had it not been for a 
coverage on her part, and for the fact that my sister is a nurse and for 
a period of time was able to secure drugs at more economic rates than 
those available to the general public, and that the Blue Cross plan in 
the United Automobile Workers gave to my family a degree of cover- 
age which is not available to us now, this situation would have resulted 
in economic catastrophe in my personal family. 

For these three reasons, it is the opinion of the National Postal 
Transport Association, in line with these examples, that the major 
medical coverage is extremely important. 

Finally, Mr. Chairman, if I may, I would like to comment upon the 
mental aspects of the program contemplated by S. 94. I was encour- 
aged very much 2 days ago to note that the computation made by Blue 
Cross did include nervous ailments. We in the Postal Transport 
Service have outside of the executive and subexecutive branches of the 
Federal Service, have a greater degree of nervous tension than in any 
other branch of service. 

For example, in my case, when I came to Washington, as an officer of 
the association, I had to study assignment of 5,000 post offices and 
before that I had completed at least that number in other assignments. 
And this sort of thing, in itself, constitutes a degree of mental strain, 
which is not equalled elsewhere in the postal service which tends to 
create a hazard associated with mental disease, and treatment. 

I think that nervous tension is always a factor and a peculiarity is 
that in our enlightened civilization today, we treat the mental part of 
our beings as separate from our bodies, and I hope S. 94 as it is devel- 
oped brings the mental, nervous condition to the true and proper focus 
it should have with the balance of the physical structure. 
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Mr. Chairman, I have said in the opinion of the association, you are 
embarked upon a magnificent c e. It is a real privilege for us 
to come before you mostly to make some suggestions and to offer some 
observations with regard to the program you are attempting. I hope 
and pray it will be successful. 

Thank you very much for the opportunity of appearing. 

Senator YarsoroucH. Mr. Paschal, I believe you have a question. 

Mr. Pascnau. Mr. Nagle, just one or two questions. I have been 
very much interested in your discussion of your statement, which I 
assume will appear in full in the record. As I gathered from your 
discussion, which you probably have covered itu in your state- 
ment, you and your organization would favor a plan to meet all types 
of medical expense. 

Did you mean-that in or out of a hospital ? 

Mr. Naete. Yes, sir; very emphatically, both in and out. We con- 
template it being a program of health insurance and health insurance 
requires this include outpatient treatment. 

Mr. Pascuay. Then you touched on retirement. You were refer- 
ring to people who were now in service and retired, rather than those 
who have already retired, is that right ? 

Mr. NaatE. I refer to all groups, sir. The point I would like to at- 
tempt to convey is that unless we give to these people who are now 
retired and who are enrolled in private groups, frequently relatively 
small, local fraternal groups, providing hospitalization, unless these 
people are enrolled and given Pall protection, unless their groups are 


enrolled in fact, they are going to be left in an exposed — where 


medical care will be unavailable to them, on a group 
they can afford. 

Mr. Pascuat. My last question. In that respect, would you be in 
favor of any sort of a prefunding plan for those who retire? 

Mr. Naas. This poses some problems, Mr. Paschal, which I think 
are insurmountable, if we attempt to set forth a really valid and 
effective prefunding plan. We have, as you know, people on the 
retired rolls in need of hospital protection who have been retired 
for a number of year. Clearly it is impossible for them to establish 
prefunding. 

It seems to me the same philosophy should apply in this case that 
applied when the civil-service retirement system was set up and the 
people were covered initially, though they may have been retired 
for a number of years, should be given protection without any other 
costs, except, which would apply to this age group, under their par- 
ticular type of plan, in their particular circumstances. 

Mr. Pascua. Thank you. 

Senator YarsoroucH. Thank you, Mr. Nagle. 

(The complete statement follows :) 


asis, at prices 


STATEMENT OF Paut A. NaGLe, PRESIDENT, NATIONAL POSTAL TRANSPORT 
ASSOCIATION 


Mr. Chairman, my name is Paul A. Nagle. I am president of the National 
Postal Transport Association representing 30,000 employees of the Post Office 
Department’s Postal Transportation Service. 

Allow me to begin, Mr. Chairman, by extending our thanks to the distinguished 
senior Senator from South Carolina, Mr. Johnston, for having sponsored §. 94, 
legislation which is designed to provide Government employees and civil service 
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annuitants with some of the health benefits enjoyed by employees in private 
industry. 

It is with equal enthusiasm that I commend you and your distinguished 
committee for having scheduled hearings on this bill which will relieve, in some 
measure, the overpowering fear every Government worker has of being struck 
by serious illness. 

Contributions by the Federal Government are imperatively needed if hospitaii- 
zation protection is to be afforded to Federal employees such as the vast majority 
of those in the postal service. The Health Insurance Institute (488 Madison 
Avenue, New York, N.Y.) on April 10, 1959, released the result of a study con- 
ducted late in 1957. That study reveals clearly that hospitalization protection 
is closely tied to salary levels. The report declared: 

“There is a very significant relationship between family income and health 
insurance coverage. Eighty percent of the individuals from families with in- 
comes of $5,000 or more are protected. Coverage declines at 74 percent of 
individuals in the $3,000 to $4,999 family income group, and to 33 percent in the 
under $3,000 group.” 

The importance of this is emphasized by the fact that approximately three out 
of every four postal employees are in the group where currently there is only 74 
percent coverage. Government contributions are imperative if essential hospitali- 
zation insurance is to be brought within the reach of those postal employees who 
are most sharply in need of its protection. 

In addition to providing economic assistance in health care, S. 94 is also de 
signed to afford Federal employees a free choice of hospital-surgical protection 
plans and to enable the participation of health service plans underwritten by or- 
ganizations of Federal employees such as the one which I am honored to repre- 
sent. 

The National Postal Transport Association is happy that the Federal Govern- 
ment is beginning to show an awareness of the way in which Government it- 
self may benefit through enactment of a program such as that contemplated by 
S. 94. 

Freedom from worry caused by financial aspects of illness in the family has 
a wholesome influence on an employee’s attitude toward his job. Enlightened 
employer concern for the welfare of those employed should in the years ahead 
grow increasingly common in personnel-management relations. Certainly en- 
actment of S. 94 will make Federal employment far more attractive to employees 
in all levels of Federal service. 

The National Postal Transport Association is interested particularly in sec- 
tion 6 of S. 94, wherein it is provided that each employee “will be enrolled for 
the nonoccupational group major medical insurance.” When catastrophic mis- 
fortune does strike, the costs individually are so great as to be prohibitive. An 
outstandingly bright feature of S. 94 is its plan to enroll each employee under 
major medical protection. 

Allow me, Mr. Chairman, to cite specific instances of the misfortune of ex- 
tended illness and permit this presentation to underscore the need for full pro- 
tection against major medical expenses. 

In January 1959, a postal transportation clerk was faced with accumulated 
debts of $2,067.51, and his wife in need of another operation. To obtain the 
money to relieve his financial responsibilities, he found it necessary to resign 
from his regular position in a railway post office and to withdraw his contribu- 
tions to the civil service retirement fund. He was out of the service for 1 
month and was then reinstated as a substitute. He is now a Postal Transporta- 
tion Service substitute, but he lost a year and a month seniority as well as 
several years of civil service retirement credit. His withdrawal from the civil 
service retirement fund amounted to approximately $1,900. 

Another case involved a Postal Transportation Service employee with a heart 
condition and circulation problem. In 1956 and 1957, he was off duty 205 days. 
The costs of medical care for himself and his wife for this period were $3,657.35. 

In January of this year, he was advised that he should have a three-stage 
operation, would be hospitalized for 5 or 6 weeks, and be off duty for 4 to 6 
months. He decided that he could not afford the series of operations. 

A third case involves a member of the National Postal Transport Association 
who underwent surgery and is still receiving treatments for a lung condition. 
He was out of work for 5 months and his hospital and doctor bills for 23 days 
amounted to $996. 
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These instances illustrate the great need to provide protection against ex- 
tended illness which is ruinous unless major medical coverage as contemplated 
in section 6 of S. 94 is made available. 

Another favorable provision of 8. 94 is section 8, which contemplates that on 
each anniversary date an employee may elect to change from one plan or policy 
to another which might have grown to be more responsive to his particular 
needs. 

The National Postal Transport Association is pleased to find that in section 
9(c) one of the basic benefits which is stipulated is that insured employees shall 
be entitled to outpatient services “including diagnostic and treatment services, 
surgical services, and services in cases of accidental injury.” This feature we 
think is especially wholesome. 

Section 10 of S. 94 stipulates the financing procedures. This section contem- 
plates a moderate program under which two-thirds of the cost, within certain 
reasonable limitations, are to be paid by the employer and one-third by the 
employee. 

This, we believe, is a modest request. We are advised that in a study of 300 
negotiated health and welfare plans covering 5 million workers in effect in 1955 
the U.S. Department of Labor has found that 63 percent of the studied plans 
were financed entirely by employers. Collective bargaining agreements con- 
cluded since 1955 have demonstrated the way in which employers are recognizing 
their increasing responsibility in the field of employee health. 

Retired people are the least favored group for hospitalization or other insur- 
ance. Because of this, we are happy to commend the provisions of section 13 
which stipulate that coverage under S. 94 may be continued following retirement 
and may, under certain circumstances, be extended to people who are now retired 
or who shall have retired by the time at which the act contemplated by S. 94 
becomes effective. 

When workers retire, they are suddenly faced with a drastic loss of income. 
Yet, their medical costs rise sharply. Those of retirement age are subject to 
more frequent illnesses and the need for prolonged medical care. Civil service 
annuities are not sufficient to meet the medical needs of those who have spent 
their working lives in Government service. 

S.94 also takes an enlightened approach to employee relations. Section 17 
provides for the establishment of a Federal Employees Health Benefits Advisory 
Council upon which bona fide Federal employee organizations will have repre- 
sentation. The advisory council in turn would have a significant area of in- 
fluence in the operation of the hospitalization program and this very fact would 
contribute wholesomely to the general atmosphere of employee-management rela- 
tions in the Federal service. 

Mr. Chairman, the most valuable resources any country possesses are its human 
resources. It is tragic when men possessing technical skill, men of science, 
statesmen, linguists, etc., die prematurely and their talents are lost to the world. 

What we are seeking here is the opportunity to participate in a joint effort 
to conserve these resources—to prevent illness and prolong life—so that the tal- 
ents of those living today may bear greater fruit. 

Mr. Chairman, allow me to commend you and your distinguished subcommittee 
on showing interest in the health needs of Government employees. I wish also 
to commend the senior Senator from South Carolina, Senator Johnston, who has 
sponsored S. 94, the bill to which our comments have been directed. We hope 
that 8.94 may be approved in its present form without those proposed amend- 
ments which would lessen the bill’s power to protect the health of Federal em- 
ployees. 

We extend to you, and the members of your committee, the thanks of the mem- 
bers of the National Postal Transport Association for having afforded us an 
opportunity to appear before you in support of this very worthwhile legislation. 


Senator Yarsoroucu. The next witness is Mr. James A. Campbell, 
American Federation of Government Employees. 





182 HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 


STATEMENT OF JAMES A. CAMPBELL, PRESIDENT, AMERICAN FED- 
ERATION OF GOVERNMENT EMPLOYEES, ACCOMPANIED BY DR. 
W. J. VOSS, DIRECTOR OF RESEARCH 


Mr. Campsetu. Mr. Chairman, for the record, my name is James A. 
Campbell, president of the American Federation of Government 
Employees, and I am accompanied this morning by Dr. W. J. Voss, 
who is the director of research, American Federation of Government 
Employees. 

I have a prepared statement, Mr. Chairman, which I would like 
to submit for the record, with your permission; and in the interest of 
conserving the time of the committee, I would like to comment briefly 
on this statement. 

Senator YarsoroucH. We will be glad to have that, provided your 
comment doesn’t exceed the length of the prepared statement. 

Mr. Campse.t. I would be glad to accept that amendment, Mr. 
Chairman. 

Mr. Chairman, the purpose of this statement is to, demonstrate the 
reasonableness of this proposal; that is, S. 94, and the reasons why 
this Federation supports it, and to indicate the trend that is taking 
place in this type of protection in our economy. 

The enactment of the bill, S. 94, to authorize the Government to 
share the cost of providing health insurance for its employees, would 
represent progress in an area in which Federal participation has been 
notably lacking. It would represent an important step forward by the 
Government as an employer. 

This progressive action should not be further delayed, for employers 
in industry have had a head start in providing this benefit for their 
employed personnel. 

There are many cogent reasons why the Federal Government should 
assist its employees to provide themselves and their dependents with 
health insurance. 

Before proceeding with the discussion of the bill and the urgent 
need for its enactment, we wish to congratulate Senator Johnston for 
introducing this bill, which is another example of his forward-looking 
leadership in civil service legislation. 

In setting the policy of the Federal Government with respect to 
health insurance for its employees, the bill in section 2 points up the 
fact that it has recognized the value “to the well-being and efficiency 
of employees.” 

The need for health insurance has developed as one of the important 
requirements of modern living. The total expenditures for this pur- 
pose have almost doubled in the past decade, increasing from $7,625 
million in 1948, to $15,062 million in 1957. Another way of determin- 
ing the extent to which medical care has increased in recent years 
is the number of times a person saw a doctor during the year. During 
1957, nearly two out of every three persons in the United States con- 
sulted a doctor, according to the national health survey. The ratio 
was less than one out of two in a comparable survey in 1928-31, by the 
Committee on the Cost of Medical Care. 

Users of facilities for medical care in 1957 were able to pay for 
$4.1 billion of the total of $15 billion expended for private medical 
care with the assistance of prepaid health insurance. Application 
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of the insurance principle to the means of maintaining health has be- 
come increasingly useful, because of the necessar ily augmented costs 
of all items in the individual wage earner’s budget. 

To measure the role of health insurance, another way it can be 
stated that insurance paid half the cost of hospital bills in 1955, 
whereas in 1948 it covered only one-fourth. 

Because health insurance has developed so rapidly, there is every 
reason, in the words of S. 94, for the Federal Government to “measure 
up je standards now commonly set by private employers in this 
regar’ 

The establishment of new employee benefit programs or the in- 
clusion of existing programs within the scope of labor-management 
contracts has been a notable postwar development in labor-manage- 
ment relations. Because of the headway it has made, approximately 
12 million workers were protected by health insurance plans under 
collective bargaining in 1954. 

The data we have submitted points up the growing need for or- 
ganized provision for the cost of medical care for employees and their 
families. The American Federation of Government Employees is 
of the firm opinion that nothing less than the provisions of S. 94 
should be approved if the Government of the United States is to 
establish a hospital program comparable to that in a more progres- 
sive enterprise. 

I appreciate the opportunity of ap ae before you. 

Senator Nevupercer (presiding). Thank you very much. We ap- 
preciate your coming, because we know of the great interest of those 
whom you represent in having an adequate and effective and actu- 
arially sound program of health insurance and coverage for Federal 
employees. 

I want to ask you one question, if I may. I have put this same 
question to a good many other witnesses, particularly those repre- 
senting groups of Federal employees. In view of the controversy 
between the administration and the provisions of S. 94, over the 
proportion of contribution of each group, how would you feel about 
an equal division of payments between the Federal Government and 
the Federal employee? 

Mr. Camrse.tyt. Mr. Chairman, while there are a good many plans 
in private industry that provide for the employer to pay the total 
cost, and while there are also a good many plans providing a 50-50 
contribution on the part of the employer and employee, I believe 
that if that were the only feature standing in the way of the adoption 
of S. 94, I would be willing to concede that a 50-50 contribution 
would be within reason. 

Senator Neupercer. Thank you, Mr. Campbell. Are there any 
questions from the staff? 

(No response.) 

Thank you so much for being here and - do appreciate it. 

(The complete prepared statement of Mr. Campbell is as follows :) 


STATEMENT OF AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES 


Enactment of the bill, S. 94, to authorize the Government to share the cost of 
providing health insurance for its employees, would represent progress in an 
area in which Federal participation has been notably lacking. It would represent 
an important step forward by the Government as an employer. This progressive 
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action should not be further delayed, for employers in industry have had a 
head start in providing this benefit for their employed personnel. 

There are many cogent reasons why the Federal Government should assist 
its employees to provide themselves and their dependents with health insurance, 
Some of these reasons will receive detailed comment in this statement, and 
practices of certain of the progressive private employers will be examined so 
as to throw some light on the provisions of 8S. 94. 

Before proceeding with the discussion of the bill and the urgent need for its 
enactment, we wish to congratulate Senator Johnston for introducing this bill, 
which is another example of his forward-looking leadership in Civil service 
legislation. 

In setting the policy of the Federal Government with respect to health insur- 
ance for its employees, the bill in section 2 points up the fact that it has 
recognized value “to the well-being and efficiency of employees.” While this 
section goes on to note the fact that it has become widespread practice among 
large private employers to provide such benefits, attention should be called to 
the fact that private business would not offer this service to its workers unless 
it was eminently profitable to do so. It is but one of the many ways in which 
the advantages of modern management have been demonstrated. It is but 
another instance of the way in which the present-day successful employer offers 
the best possible working conditions to aid the task of seeking out and retaining 
the trained and experienced personnel he needs for the operation of a successful 
business enterprise. 

The need for health insurance has developed as one of the important require- 
ments of modern living. It has been a corollary of the continuing emphasis 
placed on the protection of health and well-being, a trend which greatly expanded 
the expenditures in this country for medical care in recent years. Total 
expenditures for this purpose have almost doubled in the last decade, increasing 
from $7,625 million in 1948 to $15,062 million in 1957. 

Another way of determining the extent to which medical care has increased 
in recent years is the number of times a person saw a doctor during the year. 
During 1957, nearly two of three persons in the United States consulted a doctor, 
according to the National Health Survey. The ratio was less than one out of 
two in a comparable survey in 1928-31 by the Committee on the Costs of Medical 
Care. The earlier survey reported 5.5 visits as average in a year as compured 
with 7.6 visits in the later survey. The general average of 2.6 out-of-hospital 
visits per person in 1928-81 has risen to 4.8 visits in 1957. 

Users of facilities for medical care in 1957 were able to pay for $4.1 billion 
of the total of $15.1 billion expended for private medical care with the assistance 
of prepaid health insurance. Application of the insurance principle to the means 
of maintaining health has become increasingly useful because of the necessarily 
augmented cost of all items in the individual wage earner’s personal budget. The 
reason for its usefulness was noted rather aptly in a report of the Social Security 
Board on medical care insurance to the Senate Committee on Education and 
Labor in the 79th Congress. The report contained the following comment which 
defined health insurance and at the same time explained its growing popularity: 

“Health insurance itself is primarily a mechanism through which individuals 
pay for medical care, and through which doctors and others providing care 
receive payments for their services. By removing the barriers of cost between 
potential patients and their doctors, dentists, nurses, and hospitals, health insur- 
ance becomes a means of assuring more adequate health care for the insured 
population * * *,” 

Insurance for hospital care has had a relatively long history, as modern inno- 
vations go, for its progress was well underway by 1932. Its use as a medium for 
meeting the costs of medical care has shown a rapid upward trend, as indicated 
by the fact that an estimated 721 persons per 1,000 civilian population in the 
United States were covered by hospitalization insurance in 1957, according to a 
survey by the U.S. Department of Health, Education, and Welfare. The 1957 
rate was about double that in 1947 and approximately 12 times the rate of 
enrollment in 1939. The greater part of the increase in health insurance 
participation during the last decade can be ascribed to the additional insurance 
limited to in hospital medical care, as indicated in the following table: 
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Enroliment rate in health insurance plans per 1,000 population 





Hospitalization 
Surgical 
Medical 





To measure the role of health insurance another way, it can be stated that 
insurance paid half the hospital bills in 1955, whereas in 1948 it covered only 
one-fourth. In 1955, insurance represented one-quarter of the personal expendi- 
tures for the services of physicians and surgeons, while the portion was but one- 
fifteenth in 1948. It is relatively clear, therefore, that there is a marked trend 
in health insurance as a successful medium for providing better and more ex- 
tensive medical care for a growing segment of the population of this country. 

Because health insurance has developed so rapidly, there is every reason, 
in the words of S. 94 for the Federal Government to “measure up to the stand- 
ards now commonly set by private employers in this regard.” In doing so, the 
Government would be joining those private employers who are already assisting 
their employees in meeting their many and unexpected health contingencies, and 
thus would be giving added impetus to the Nation’s expanding health insurance 
program. This increasing importance which has been attached to safeguarding 
health of working men and women by private industry has been demonstrated by 
the notable development of industrial medicine and the more recent forward 
trend toward providing health and welfare benefits in collective bargaining 
with union labor. 

Establishment of new employee benefit programs or the inclusion of existing 
programs within the scope of labor-management contracts has been a notable 
postwar development in labor-management relations. Because of the headway 
it has made, approximately 12 million workers were protected by health and 
insurance plans under collective bargaining in 1954. This group was about two- 
thirds of the total number covered by union contracts. 

The progress made within a relatively short period is indicated in the scope 
of these plans which provided one or more of such benefits as life insurance 
or death benefits, accidental death and dismemberment benefits, accident and 
sickness benefits (excluding sick leave and workmen’s compensation), and cash 
or services covering hospital, surgical, maternity, and medical care. The 
number of workers covered by this program had increased more than twentyfold 
since 1945, when half a million workers were provided with one or more of these 
benefits. By 1948, the number was more than 3 million workers. The success 
of the unions in basic steel and automobile industries during the next 2 years 
brought the number to nearly 8 million and finally to more than 12 million. 

When organized Federal employees urge the adoption of S. 94 and the provision 
it would make for Government participation in a health service program for 
Federal workers, they are advocating the extension to Federal personnel of the 
benefits offered to an increasing number of workers in private industry. The 
costs of ill health to the individual are in a broad sense incalculable, but 
the medical costs which employees incur for the care of themselves and their . 
dependents are measurable, and it is to cover such costs that they have 
included health insurance and medical care programs in their bargaining with 
industrial employers. 

The basic health benefits which the Johnston bill provided in section 5 and 
the extended or major medical benefits in section 6 would be available for em- 
ployees and their dependents. This is the common practice in private industry, 
as evidenced by an analysis by the Bureau of Labor Statistics of 300 selected 
health and insurance plans under collective bargaining in effect in 1955. This 
analysis revealed that of the plans studied 293 provided hospital benefits for 
active workers and 278 for the workers’ dependents. 

The Johnston bill also offers a choice of basic benefits on a cash or service 
basis. Of the plans analyzed by the BLS, more than half provided cash benefits, 
although a somewhat larger number of employees were covered by service 
plans. More than one-tenth of the plans studied were combinations of cash and 
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services. In such instances the daily room and board allowances were in terms of 
cash but specified hospital extras were made available on a full-cost or service 
basis. 

The bill in section 9 authorizes the Commission to contract with qualified 
carriers for the health benefits contemplated and stipulates certain standards 
which must be met. For example, the equivalent of full cost of hospital care 
in semiprivate accommodations is one criterion stated. The BLS analysis re. 
vealed some variation in the duration of the full-benefit period under service. 
type plans, but it was found that plans providing 120 days covered approxi- 
mately two-thirds of the employees under provisions for service-type room and 
board benefits. A slightly smaller proportion of workers were under service 
plans which specified 120-day benefit periods for dependents. 

A large majority of the 272 plans providing hospitalization for both dependents 
and workers accorded both groups benefits for the same period. In 251 plans, 
covering 3,920,000 employees, there was no variation in the duration of the full- 
benefit period. The analysis also disclosed that nearly 95 percent of the plans 
covering workers and their dependents provided hospital benefits on a “per dis- 
ability” basis. Under such an arrangement benefits are payable for each sep- 
arate disability or period of hospital confinement, and the number of times 
the individual received benefits for previous disabilities had no bearing on 
benefits available in future illnesses. Extended coverage periods were included 
in 39 of the 107 plans providing service-type room and board benefits. 

A fixed daily allowance was provided in virtually all the plans with cash 
room-and-board benefits. Reimbursement was made for hospital accommoda- 
tions up to the sitpulated daily maximum, and any charge in excess of this 
maximum was paid for by the insured employee. The range in daily cash 
room-and-board allowances was from less than $8 to more than $16. The 
average allowance was $11.12 for the employee and $10.31 for his dependents. 

Also included in the Johnston bill is provision for surgical benefits. This also 
has become a widespread practice in the industrial hospital benefit plans. Of 
the 300 plans analyzed by the BLS, 294 offered surgical benefits to the covered 
employees and 263 to their dependents. The 294 plans represented 4,917,000 
workers and the 263 plans 4,190 active workers. Of the 300 plans studied, 193 
provided medical benefits, or allowances for physicians’ visits, for active em- 
ployees and 145 plans afforded the same advantage to their dependents. 

The recently completed BLS digest of 100 selected health and insurance plans 
under collective bargaining provided some significant comparisons in bringing 
a similar digest in 1954 up to the year 1958. Almost all of the 93 plans in- 
cluded in both surveys provided hospital benefits to active workers and their 
dependents. 

Plans selected for the digest covered large groups of employees in major 
industries, a fact which emphasizes the significance of the improvements evi- 
denced between the years 1954 and 1958. During those 4 years, a few of the 
plans specifying hospital benefits changed from a cash to a service basis, but the 
majority remained on a cash basis. 

Three out of every five plans providing cash room-and-board benefits raised 
the benefit amounts. For both active workers and their dependents, increases 
in the daily allowances generally amounted to $2. The majority of the plans 
studied specified $12 or more, and almost a third called for an allowance of 
$14 or more. 

In hospital benefit plans affecting 32 companies and employer groups, the 
duration of benefits in 1958 was 120 days or more. A list of these employers 
involved in the agreements which included the plans is in appendix A attached 
to this statement. 

Revisions in the plans analyzed included substantial gains for retired work- 
ers. Hospital benefits were extended to them in 19 plans, bringing the total 
number of plans affecting retired workers to 44 in 1958. Twenty-two plans 
added benefits for dependents of retirees, thereby doubling the number with 
such provisions in 1954. 

About half the surgical benefit plans for active employees and dependents 
vere revised since 1954. Three-fourths of the plans that revised the maximum 
schedule allowance raised the maximum to $300. In some instances this was 
an increase of $50 to $100. Eighteen plans added surgical benefits for retired 
workers, and twenty plans extended those benefits to the dependents of retirees. 

Nine plans added medical benefits for nonsurgical cases since 1954; that is, 
-allowances for physicians’ visits. Five other plans extended this coverage to 
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dependents. In 1954 there were 59 plans which provided this medical coverage 
in addition to hospital and surgical benefits. 

Twenty-three of the hundred plans selected for analysis provided for payment 
of full cost of all benefits by the company. 

For a clearer understanding of the provisions of the hospitalization plans 
which has been negotiated by some of the large companies with various unions 
and analyzed by the Bureau of Labor Statistics, it will be helpful to examine 
several in some detail. The highlights of the plans selected follow : 

American Sugar Refining Co. and International Brotherhood of Longshore- 
men: Semiprivate room and board for 365 days per disability. Extra allowance 
or service beyond board and room at the rate of full cost of specified services. 
Emergency outpatient care as required. Company pays full cost for employees 
and dependents and retired employees and their dependents. 

Armstrong Cork Co. and United Rubber Workers: Room and board allowance 
up to $10 for 180 days per disability for employees and dependents. Extra 
allowance or service beyond board and room up to $75 plus 75 percent of next 
$1,200 of charges. Company pays full cost for employees, retirees, and depend- 
ents of both groups. 

Sinclair Oil Corp. and Oil, Chemical, and Atomic Workers Union: Room and 
board allowance up to $13 a day for 120 days per disability for employees and 
their dependents. BHxtra allowance or service up to $200 plus 75 percent of next 
$5,000 of charges. Allowance for emergency outpatient care up to $200 plus 75 
percent of next $5,000 of charges. Company pays balance of cost beyond speci- 
fied amounts for employees and dependents and retired employees and their 
dependents. 

Aluminum Co. of America and Aluminum Workers International Union: Room 
and board allowance up to $15 a day for 120 days for employee and dependents 
per disability. Extra allowance or service provided up to $300 plus 75 percent 
of next $2,400 of charges. Emergency outpatient care on same basis of $300 
plus 75 percent of next $2,400 of charges. Company pays full cost of active and 
retired employees’ benefits and balance of cost for employees’ dependents. 

Ford Motor Co. and General Motors Corp. and United Automobile Workers: 
Semiprivate room for 120 days for employees and dependents per disability. 
Extra allowance for the full cost of specified services. Required emergency out- 
patient care also is provided. Companies pay half the cost of local Blue Cross 
or Blue Shield or both services, for hospitalization, surgical, and medical services 
for active employees. Retirees pay for these services. 

Kennecott Copper Corp. (Western Mining Divisions) and various unions: 
Room and board allowance up to $18 a day for 365 days for employees and up to 
$13 a day for 120 days for dependents, with benefits available on a per disability 
basis. Extra allowance or service is provided up to $300 plus 75 percent of 
additional charges. Emergency outpatient care up to $300. Company pays full 
cost for active workers and their dependents. 

United States Steel Corp. and United Steelworkers of America: Semiprivate 
room for 120 days for employees and dependents with full cost of extra allowance 
for specified services beyond board and room. Emergency outpatient care as 
required. Hospitalization allowances on a per disability basis. Costs are shared 
jointly by company and employees. 

Varying from the plans already summarized is the “comprehensive” type of 
health insurance in effect in General Electric. This plan requires the employee to 
pay a deductible amount before he can make any claim or even seek reimburse- 
ment of hospital and surgical expenses. In GE the deductible is not more than $50 
per person per year ($25 in many cases). Benefits amount to at least 75 per- 
cent of the covered costs above the deductible amount, and in some cases the 
benefit is 100 percent. There is an upper limit on benefits of $7,500 a year per 
individual or $15,000 in a lifetime. The average GE employee who claimed health 
insurance benefits in 1956 received reimbursements amounting $242. The average 
for husband or wife was $252, and for a child $129. 

Any appraisal of the adequacy of the provisions of S. 94 must take into account 
the marked rise in cost of medical care in recent years. Nationally, the average 
expense of voluntary general and special hospitals, all nongovernn:ental, in- 
creased 7 percent between 1956 and 1957; that is, from $24.90 per j:.tient per 
day to $26.81. This is approximately three times the 1946 average cost. 

Consumer price surveys of the Bureau of Labor Statistics have placed the 
cost of medical care to the patient at 5.4 percent of total consumer outlays. 
This figure, which expressed the relative importance of medical care in the con- 
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sumer price structure in 1956, was 85 percent higher than it was 20 years earlier, 
BLS has found that since 1941, the year the medical care index began a steady 
rise, the annual increase has averaged 4 percent. 

The advance of the cost of medical care varies for the different professiona] 
fee components which make up the total category. The following comparison 
of these fees with certain other common consumer expenditures points up the 
underlying reason for the cost of medical care as a whole registering so great 
an increase. The percentage shown represents the percent increase from 1936 to 
1956: 

Percent Percent 
mecrease amecrease 
1936-56 1936-56 
— ul room Tees. coset 2.2 2048 | Laanity service. 107.8 
Automobile repairs 
Dentists’ fees 
General practitioners’ fees_____ 
Barnoen hi Tees. 


The data we have submitted point up the growing need for organized provi- 
sion for the costs of medical care for employees and their families. They were 
intended to bring into focus the extent to which private industry has contin- 
uously liberalized the hospitalization plans which have been developed in col- 
lective bargaining with unions representing their employees. The plans in 
effect in some of the larger companies closely resemble in their provisions the 
bill S. 94 under consideration, and they offer valid substantiation for its stipu- 
lated features of the medical care program that would be made available to 
Federal employees. 

The American Federation of Government Employees is of the firm opinion 
that nothing less than the provisions of S. 94 should be approved if the Goy- 
ernment of the United States is to establish a hospitalization program compa- 
rable to that in the most progressive private enterprise. 

The organization is appreciative, Mr. Chairman, for making it possible to 
express our views on one of the most important and most urgent proposals to 
come before Congress in recent years. 


APPENDIX A, COMPANIES HAVING PLANS PROVIDING HOSPITALIZATION FOR 120 
Days orn MORE 


American Sugar Refining Co. (365] United States Steel Corp. 

days). American Can Co. 
General Foods Corp. Continental Can Co. 
Forstmann Woolen Co. International Harvester Co. 
Armstrong Cork Corp. (180 days). Ford Motor Co. 
American Seating Co. General Motors Corp. 
Robert Gair Co. (division of Conti-| Socony Mobil Oil Co. 

nental Can Co.). Johnson and Johnson. 
Dow Chemical Co. Kennecott Copper Corp. (365 days). 
Lever Brothers Co. Pan American Petroleum Corp. (150 
American Viscose Corp. days). 
Sinclair Oil Co. Detroit Edison Co. 
B. F. Goodrich Co. Pullman-Standard Car Manufacturing 
Firestone Tire & Rubber Co. Co. 
United States Rubber Co. Lumber industry in Northwest, var- 
Minnesota Mining & Manufacturing ious employers. 

Co. (140 days). Railroad industry, various employers. 
Aluminum Company of America. Maritime industry, various employers, 
Chase Brass & Cooper Co., Inc. Atlantic and Gulf coasts (unlimited). 


Bethlehem Steel Co. 

Senator Neupercer. We are going to take a 5-minute recess, but 
before we do, I want to express my g gratitude to Senator Yar borough 
for presiding at these hearings today in my absence. We are all 
spread very thin here and have many other commitments. I also 


want to express my appreciation to Senator Jordan for beginning 
the hearings on time. 


(Whereupon, a short recess was taken.) 
Senator Nevsercer. Come to order, please. 
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Our next witness will be Mr. E. C. Hallbeck, legislative representa- 
tive, National Federation of Post Office Clerks. 
Mr. Hallbeck. 


STATEMENT OF E. C. HALLBECK, LEGISLATIVE DIRECTOR, NA- 
TIONAL FEDERATION OF POST OFFICE CLERKS, ACCOMPANIED 
BY R. J. ROGERS 


Mr. Hauieecx. Mr. Chairman, my name is E. C. Hallbeck, the 
legislative director of the National Federation of Post Office Clerks 
and I am accompanied this morning by Mr. Robert J. Rogers. Mr. 
Rogers is the secretary-treasurer of a hospital plan operated by and 
serving the members of the National Federation of Post Office Clerks. 

With your permission, Mr. Chairman, I would like to insert my 
statement for the record and comment briefly on certain portions of 
that statement. 

Senator Nevusercer. Your statement will appear in full in the hear- 
ing record. 

Mr. Hauipeck. I am vain enough to think that each word in it is 
a pearl of wisdom. I realize the time of the committee is important 
and particularly important if we are to get action at this session of 
the Suman 

Senator Neupercer. We all think our own words are pearls of wis- 
dom, so you are forgiven. 

Mr. Hatxpecx. As a writer, I know you are aware of that, but ad- 
mitting that any form of coverage is better than no coverage at. all, 
I think it is reasonable to suggest that legislation that permits the 
widest choice of coverage is by far more desirable. 

For that reason, a special committee of the Government Employees’ 
Council, of which I was a member and chairman, agreed the ideal 
toward which we should strive is legislation which would permit the 
employee a wide choice among the kinds of plans locally available and 
to permit selection of the plan or plans that best met their particular 
individual needs. 

We had no purpose either to favor or oppose any particular kind or 
type of coverage. We believe that section 5 of the bill S. 94 meets 
that test. It has no built-in gimmicks designed to favor one plan 
over another. 

We further believe that any adequate plan for hospitalization and 
health insurance coverage must provide, in addition to the so-called 
basic benefits, designed to cover normal costs, protection against those 
abnormal costs that result from prolonged or catastrophic illnesses. 

While it is true that these costs occur only infrequently, they are 
certainly important when they strike. We believe that section 6 of 
S. 94 provides what we consider the best possible solution to this 
problem. 

From the foregoing I think it is apparent that we are endorsing the 
bill S. 94 as introduced by Senator Johnston. We do not. necessarily 
believe that it is the only plan that would be suitable, or the only plan 
that our members would accept. 

We emphatically believe, however, it is the best proposal that has 
been advanced thus far. 

On the opening day of these hearings I listened intently to the pro- 
posal advanced by the Chairman of the Civil Service Commission, 
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Mr. Roger Jones. Frankly, there is some merit in that proposal. 
We do not believe it goes far enough and we think the proposal to 
finance it on a basis of the Government assuming only one-third of 
the cost is slightly ridiculous. We do know similar plans have had 
considerable success outside of Government. 

The principle of coinsurance is not new. Automobile insurance has 
carried deductible clauses for years and the principle is now being 
extended to other fields, including real estate. For a family in the 
upper income brackets, where the initial cost of a visit to the doctor 
is of no particular consequence, it is possible to present rather con- 
vincing statistical evidence that a type of health insurance that will 
take care of a large percentage of cost above a stated deductible is a 
wise investment. The same thing is not true of a family in the lower 
income brackets, particularly where there are a number of children 
and where the deductible applies to each child. In those cases the 
cost of each visit to the doctor is of consequence. Very often it may 
involve a choice between seeing the doctor or getting Johnny a pair 
of shoes, so he can go to school. 

A family with four children could run up medical bills of $600, 
without a single cent of reimbursement under the so-called compre- 
hensive plan. What is true of ordinary medical bills is equally true 
of hospitalization. 

A $50 deductible for the high income family probably would not 
be too heavy a burden. But for the family on the other end of the 
economic ladder that first $50 looks likea mountain. One of the things 
that struck us in the proposal submitted by the Commission is that 
it is entirely a when, as, and if proposition with nothing spelled out. 
At the very best it outlines only broad principles that might be at- 
tempted at a future date. It kind of makes us do battle with shadows 
in trying to compare it with other proposals. 

So far as I could see, the only real tangible part of the Commission 
proposal was the fact that the enactment should be delayed for at 
least another year. With that we do not agree. 

In the face of previous recommendations for the enactment of 
legislation on this subject by the President, the fact that the Federal 
Government alone of all large employers is already lagging in this 
field and the subject has been literally talked to death in the last 5 
years, we believe that the time of enactment is now. 

As stated earlier, I believe it is essential to the consideration of legis- 
lation that the employee be given an absolute free choice in selecting 
the type of coverage best suited to his individual needs. To that end 
we oppose any built-in advantages for any plan, including those fos- 
tered by employee organization, such as the one we represent. 

We would, therefore, be forced to oppose any and all suggestions 
that would automatically enroll all employees in any given plan un- 
less they, by their own affirmative action, choose something else. 

To us, free choice means not only the right to make a choice, but the 
obligation to do a little thinking about that choice as well. We con- 
sider the proposal advanced by the Civil Service Commission, that 
employees be automatically covered by the comprehensive plan as a 
built-in advantage for a particular type of carrier and one that should 
not be permitted in this type of legislation. 

Other witnesses have urged amendments to section 6 of the bill, 
dealing with major medical benefits. The proposed amendments 
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would have the effect of permitting each of the carriers, of basic 
benefits, to provide the major medical benefits as well. We do not 
believe that there would be any advantage to the employees, if this 
business were parceled out among the various carriers, in our judg- 
nent. 

, Such amendments would serve to increase the costs of the major 
medical protection without material benefits to the employees. 

Mr. Chairman, we operate our own hospital plan, and have been 
in operation now for something over 7 years. We have paid out 
more than a million dollars annually in benefits for a number of years 
and we believe that we are furnishing benefits at much lower cost to 
our members than they can secure comparable benefits for elsewhere. 

Our administrative costs take a much smaller bite out of the pre- 
mium dollar and presently average about 8.3 percent. 

If S. 94 is enacted we believe we will be able to furnish our mem- 
bers with greater total benefits than they could possibly secure else- 
where for a like expenditure. 

In conclusion, Mr. Chairman, we strongly endorse the bill S. 94 
and hope this subcommittee will recommend early reporting of that 
bill. Federal employees have too long been denied hospital and 
health benefits, common to private industry, while the argument is 
raised over the kind of benefits they should have and who was to 
supply such benefits. They have been the victims of a struggle for 
business and profits. That struggle has been going on for 5 years and 
I am willing to predict now it will go on for 5 more years if there is 
further insistence on legislation providing a built-in advantage for 
any particular plan or type of plans. 

Senator Johnston’s bill would grant everyone interested in the field 
of hospital and health insurance an equal opportunity to compete 
fairly and openly for the privilege of serving employees of the Fed- 
eral government. Those who best serve the needs of the employee 
will get the business. No one has any right to ask for more. 

Mr. Chairman, I would like permission to insert for the record— 
I don’t have it prepared, I only have the figures—a table that would 
show, taking four typical claims that we have paid, what the benefits 
are under our own plan, what they would be under the plan submitted 
by the Civil Service Commission, and what they would be under the 
plan contained in the bill S. 94. 

I would like to furnish that for the record later, if that meets with 
the approval of the committee. 

Senator Neupercer. We would be very pleased to receive the data 
on these plans, Mr. Hallbeck, and you provide it to the staff. 

(Mr. Hallbeck subsequently submitted the following table :) 


Table showing costs and proposed benefits of hospital and health protection for 
Federal employees under 8S. 94 and the Civil Service Commission proposal as 
applied to actual claims paid by the hospital plan of the National Federation of 
Post Office Clerks 


Total hos- Payable Per- Payable Per- | Amount paid} Per- 
Claim No. pitalandsur-|} under S.94 | cent | underCSC | cent | by NFPOC]| cent 
gical cost proposal plan 


$2, 515. 30 $2, 515. 30 $2, 012. 24 80 $1, 715. 00 
1, 936. 45 1, 936. 45 1, 549. 16 80 1, 127. 10 
1, 019. 10 1,019. 10 815. 28 80 807. 50 
1, 373. 67 1, 373. 67 1, 098. 94 80 939. 00 
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Total costs and cost to employee of proposals contained in S. 94, Civil Service 
Commission proposal, and hospital plan of the NFPOC 


| 
8. 94 me proposal|NFPOC plan 


Total cost of plan: 
eS te rei oad wh ekes sata suetandeaceeunaniaeenapuon k $61. 1 $53.60 
TE ede ae eke ee ra Bee catweumeeke . } 1120.00 
Proposed employee cost: 
Employee pay 4%: 
Single 11.20 


40.00 
Employee pay 34: 


Single 

SI cM cia ehcshenscskvend denaaeeaiageriits adataptitntan daddadssideieainceniin 
Employee cost if shared equally: 

Single 

Family 


22. 40 
80.00 


16. 80 
60.00 


1 Present costs. 


Mr. Hatxiseck. I appreciate this opportunity to present our views 
on this subject. 

Senator Nevsercer. We are glad to have had you here and I want 
to say, speaking for myself, want to say agree thoroughly with the 
statement that appeared earlier in your testimony when you said the 
time for enactment isnow. I think it is long overdue. 

I want to ask you several questions. You have heard me put the 
question to others, so I won’t go into detail. If there were a 50-50 divi- 
sion in costs of the bill financially presented to the Senate, how would 
your organization feel about that ? 

Mr. Hatieeck. Mr. Chairman, in view of the fact that the two pro- 
posals are exactly opposite of each other, it is obvious that 50-50 is a 
fair compromise. As Mr. Campbell said, if that were a necessity to 
legislation, obviously we would favor it. However, I offer the sugges- 
tion that if the Federal Government is, as it should be, a leader in this 
field, the original proposal contained in S. 94 is certainly not unrea- 
sonable and is acceptable and in line with what is being done in much 
of private industry. 

Senator Neupercer. One other question. You went into consider- 
able detail in your testimony in comparing the General Electric plan 
with the Civil Service Commission plan and so forth. One of the com- 
parisons related to the deductibility features of each plan. I want to 
get one thing clarified, if I may. Is your organization opposed to any 
deductibility or merely to a deductibility as large as that proposed in 
the General Electric plan? 

Mr. Hatuieeck. Well, we believe that complete coverage is desirable. 
T wouldn’t say we were opposed to any deductibility. From practical 
experience, with hospital plans, Mr. Rogers has told me there is a con- 
siderable loss—loss isn’t the right word—considerable expense that 
occurs as a result of so-called minor claims of $5, $10 and $15. It costs 
as much to process one of those claims as it does a claim for a thousand 
dollars. 

Possibly there is some merit in a deductibility if it is kept low 
enough to avoid the danger of preventing needed medical care. 

Senator Nevsercer. Thank you very much, Mr. Hallbeck and Mr. 
Rogers. Thank you very much. 

Do any of the staff have questions? 

(No response. ) 
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Senator Nevsercer. Thank you so much for being here. We appre- 
ciate your testimony and we will receive the later specific claims that 
you wanted to provide for our hearing record and they will appear in 
full. 

Mr. Hatieeck. Thank you, sir. 

(Mr. Hallbeck’s complete statement follows :) 


STATEMENT OF E. C. HALLBECK, LEGISLATIVE DrIRECTOR, NATIONAL FEDERATION 
oF Post OFFICE CLERKS 


Mr. Chairman and members of the subcommittee, my name is EB. C. Hallbeck, 
and I am the legislative director of the National Federation of Post Office Clerks, 
817 14th Street NW., Washington, D.C. I am accompanied this morning by Mr. 
Robert J. Rogers. Mr. Rogers is the secretary-treasurer of a hospital plan oper- 
ated by and serving the members of the National Federation of Post Office Clerks. 

At the outset, I wish to express our appreciation for the speed with which this 
subcommittee has moved to take up this very important and, I am afraid, contro- 
versial legislation. Unfortunately, hospital and health insurance takes various 
forms and whether a particular form or type of coverage is a good or a bad bar- 
gain depends to a large extent on individual preference and, to a remarkable 
degree, on the area in which the insured resides. 

While admitting that any form of coverage is better than no coverage at all, 
I think it is reasonable to suggest that legislation that permits the widest choice 
of coverage is by far the most desirable from the standpoint of employees. For 
that reason, the special committee of the Government Employees’ Council, of 
which I was a member and chairman, agreed that the ideal toward which we 
should strive was legislation that would permit the employee a wide choice 
among the kind of plans locally available, and to permit selection of the plan 
or plans that best meet their particular individual needs. We had no purpose 
either to favor or to oppose any particular kind or type of coverage. We believe 
that section 5 of the bill S. 94 meets that test. It has no built-in “gimmicks” de- 
signed to favor one plan over another. 

We further believe that any adequate plan for hospitalization and health 
insurance coverage must provide, in addition to the so-called “basic benefits” 
designed to cover normal costs, protection against those abnormal costs that 
result from prolonged or catastrophic illness. These are costs that happily occur 
only infrequently. Nevertheless, most of us have at one time or another known 
of such cases and are familiar with the consequences. No amount of prudence 
on the part of anyone who works for wages, conditions them to bear the finan- 
cial shock that necessarily results when such illness occurs. The burden is just 
too great. Consequently, there is a great need for what has been described 
as major medical coverage. Section 6 of S. 94 provides what we consider the 
best possible solution to this problem. 

One other feature of S. 94 that we strongly recommend is contained in sec- 
tion 17 which would establish a Federal Employees Health Benefits Advisory 
Council of 15 members. At least 9 of the 15 members would consist of repre- 
sentatives of the employees and the remainder would be selected from among 
persons “experienced in the administration of prepaid health benefits or in the 
rendition of services under prepaid health benefit plans.” That Council would 
be charged with reviewing operation and administration under the act; con- 
sulting and advising with the Civil Service Commission in regard to adminis- 
tration of the act; and making recommendations for amendment of the act or 
improvement in its administration. We believe such a Council is an absolute 
necessity. Certainly, no one will deny that regardless of how the cost of any 
health and/or hospitalization program is apportioned, the employees are bound 
to have a tremendous financial stake in the program. In addition, of course, 
the employees would, under any circumstance, have a stake in the administra- 
tion and operation of any plan established. 

From the foregoing it is apparent that we are endorsing the bill, S. 94, as 
introduced by Senator Johnston. We do not necessarily believe that it is the 
only plan that would be suitable or the only plan that our members would accept. 
We emphatically believe, however, that it is the best proposal that has been 
advanced thus far. 

On the opening day of these hearings, I listened intently to the proposal 
advanced by the Chairman of the Civil Service Commission, Mr. Roger Jones. 
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Quite frankly, there is some merit in that proposal. While we do not believe 
that it goes far enough and we think the proposal to finance it on a basis of 
the Government assuming only one-third of the cost slightly ridiculous, we do 
know that similar plans have had considerable success outside of Government. 
Probably one of the best examples, and one cited by Mr. Jones, is the plan put 
in operation by the General Electric Co. However, there are some very im- 
portant differences between the plan provided by General Electric and that 
suggested by the Civil Service Commission. 

In addition to the difference in the division of the cost of the plan, which 
presumably could be satisfactorily adjusted, there is a considerable difference 
in the benefit structure. For example, in the case of hospital and surgical care, 
the General Electric formula is the most generous since it defrays 85 percent 
of the cost compared to 80 percent as suggested by the Civil Service Commission. 


General Civil 
Electric Service 





Deductible = $25 
Paid by plan $225 
Percent of balance paid by plan 85 


$50 
$200 
80 


On the other hand, the Commission proposal is more liberal with respect to 
“nonhospital” expenses, viz: 


General Civil Service 
Electric 


Deductible $50 
Percent of balance paid by plan 75 


With respect to maternity, there is a rather marked difference. The Civil 
Service suggestion calls for payment of not to exceed $200. The General Electric 
plan, on the other hand, provides only $150, but it further provides 75 percent 
of any additional expenses after a $150 deductible. With respect to psychiatric 
eare, the General Electric plan pays 50 percent of the cost of such care, while 
the Commission plan is silent on this feature. 

The principle of coinsurance is, of course, not new. Automobile insurance has 
for years carried deductible clauses, and the principle is now being extended to 
other fields, as well. For families in the upper income brackets where the 
initial cost of a visit to a doctor is of no particular consequence, it is possible 
to present rather convincing statistical evidence that a type of health insurance 
that will take care of a large percenage of cost above a stated deductible is a 
wise investment. The same thing is not true in the case of a family in the 
lower income brackets, particularly where there are a number of children and 
where the deductible applies to each child. In these cases the cost of each visit 
ot the doctor is of some consequence. Very often, it may involve a choice be- 
tween seeing the doctor or getting Johnny a pair of shoes so he can go to school. 
A family with four children could run up medical bills of $600 without a single 
cent of reimbursement. We do not believe that the comprehensive insurance 
plan is a wise investment for such a family. 

What is true of ordinary medical bills is equally true of hospitalization. A 
$50 deductible for the high-income family probably would not ordinarily be too 
heavy a burden, but for the family on the other end of the economic ladder that 
first $50 looks as big as a mountain. If any so-called comprehensive plan is to 
be devised with the intent of performing a useful service for Federal employees, 
it will have to be a plan that recognizes those in the lower income brackets by 
providing for a family deductible rather than an individual deductible, It will 
also have to defray a larger share of the first costs than the $200 that the Com- 
mission has proposed for hospital and surgical benefits. 

More important than the foregoing, however, is the fact that the Commission 
proposal is entirely a “when, as, and if” proposition, with nothing spelled out. 
It is at the very best only a broad outline of what might be attempted at a future 
date. There is nothing specific, nothing to come to grips with, nothing to make 
it possible to compare it with something else. Mr. Jones is himself new to the 
Commission, it is true, but I suspect that in his former position with the Bureau 
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of the Budget he has at least heard about this subject before and might easily 
have been reasonably familiar with past efforts of the Commission in this field. 
The Civil Service Commission, as such, can have no excuse for not bringing in a 
solid proposal. They have been “considering” this subject for at least 5 years 
and have in the past recommended specific legislation. We would find it hard to 
believe that they have not had either sufficient time or sufficient opportunity 
to draft a bill embodying all the suggestions made thus far, plus other features 
that must, of necessity, be considered. 

The only tangible part of the entire Commission proposal is that enactment of 
legislation should be delayed for at least another year. With that we emphati- 
eally do not agree. In the face of previous recommendations for the enactment 
of legislation on this subject by the President, the fact that the Federal Govern- 
ment alone of all large employers is already lagging in this field, and the fact 
that the subject has been literally talked to death in the last 5 years, we believe 
the time for enactment is now. During the next 15 months, hundreds and per- 
haps thousands of Federal employees will be hard hit by illness. Many of these 
illnesses will be terminal. To further delay enactment of corrective legislation 
one single day longer than is absolutely necessary would only serve to increase 
the financial burdens, as well as the misery of those afflicted. 

Almost 3 years ago, I supported legislation which would have amended the 
Federal Government Employees Group Life Insurance Act to provide nonoccupa- 
tional group major medical expense insurance for employees and their dependents 
without additional cost to the employee. That legislation, I might add, was 
recommended by the administration and had the full and complete support of 
the Civil Service Commission. That legislation (H.R. 11630-11633 of the 84th 
Cong.) was the result of 2 years of effort on the part of the Commission, an 
advisory committee of employee organizations (of which I was a member), and 
representatives of virtually all types of carriers or organizations active in this 
field. That 2 years of effort went down the drain when, because of disagreement 
among the carriers, the legislation failed of enactment. 

Now another 3 years later we still find that not a single dollar of health insur- 
ance benefits has been paid to any employee. 

In the meantime, many employees have had the unfortunate experience of being 
themselves afflicted with a catastrophic illness or of seeing members of their 
family so afflicted. Many of them have gone into debt or lost their homes or 
otherwise suffered financial burdens that would have been avoided had that 
earlier legislation been enacted. They are the frustrated victims of procrastina- 
tion. We can only hope that the legislation now under consideration will not 
suffer the same fate, that it will not be lost in a struggle over who is to get 
the business. The bill, S. 94, as introduced, is broad enough to permit any and 
all carriers to participate without allowing anyone to “hog” the business to the 
virtual exclusion of all others. We think that is as it should be. 

As stated earlier, we believe it is essential in the consideration of legislation 
on this subject that the employee be given an absolute free choice in selecting the 
type of coverage best suited to his individual needs. To that end we oppose any 
built-in advantages for any plan including those fostered by employee organiza- 
tions such as the one we represent. We would, therefore, be forcéd to oppose 
any and all suggestions that would automatically enroll all employees in any 
given plan unless they, by their own affirmative action, chose something else. 
To us “free choice” means not only the right to make a choice but the obligation 
of doing a little thinking about that choice as well. We consider the proposal 
advanced by the Civil Service Commission that employees be automatically 
covered by the comprehensive plan as a built-in advantage for a particular type 
of carrier and one that should not be permitted in this legislation. 

Other witnesses have urged amendments to section 6 of the bill, 8S. 94, dealing 
with major medical benefits. The proposed amendments would have the effect 
of permitting each of the carriers of basic benefits to provide the major medical 
benefits as well. We do not believe that there would be any advantage to the 
employees if this business was parceled out among the various carriers. In our 
judgment, such amendments would serve to increase the costs of major medical 
protection without material benefit to the employees. 

Our organization provides basic benefits that we feel are not only adequate 
but most reasonable in cost'and would expect to share in the added business 
that would result from adoption of the proposed amendments. Nevertheless, 
we are far more interested in protection for our members and the costs of that 
protection than we are in getting added business. Because we firmly believe that 
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section 6(b) of the bill, S. 94, would provide major medical benefits at the lowest 
possible cost, we are opposed to the suggested amendments. 

' We have successfully operated a hospital plan for our members for the past 
7 years. That plan is entirely solvent and has paid benefits amounting to more 
than a million dollars a year for the past 4 years. 

Because of the fact that our members are located in more than 7,500 cities 
and towns, many of them without hospital facilities, or perhaps very limited 
facilities, the so-called service concept of hospital and health insurance simply 
is not practicable. Ours is a cash indemnity plan operated in strict accord with 
sound actuarial practices and has been a tremendous benefit to our members. 
We have found that we can furnish these benefits at a much lower cost to our 
members than they can secure comparable benefits elsewhere. Our administra- 
tive costs take a much smaller “bite” out of the premium dollar and presently 
average 8.3 percent. 

If S. 94 is enacted, we believe we will be able to furnish our members with 
greater total benefits than they can possibly secure elsewhere for a like 
expenditure. 

In conclusion, Mr. Chairman, we strongly endorse the bill, S. 94, and hope that 
this subcommittee will recommend early reporting of that bill. Federal employees 
have too long been denied hospital and health benefits common to private industry 
while the argument has raged over the kind of benefits they should have and 
who was to supply such benefits. They have been the victims of a struggle for 
business and profits. That struggle has been going on for 5 long years and I am 
willing to predict now that it will go on for 5 more years if there is further insist- 
ence on legislation providing a built-in advantage for any particular plan or 
type of plans. 

Senator Johnston’s bill will grant everyone interested in the field of hospital 
and health insurance an equal opportunity to compete fairly and openly for the 
privilege of serving employees of the Federal Government. Those who best serve 
the needs of the employees will get the business. No one has any right to ask for 
more. 


We appreciate this opportunity to express our views on this subject. 


Senator Neusercer. The next witness is William H. Ryan, presi- 


dent and legislative representative of District 44, International Asso- 
ciation of Machinists, AFL-CIO. 


Mr. Ryan, we are glad to have you here. 


STATEMENT OF WILLIAM H. RYAN, PRESIDENT AND LEGISLA- 
TIVE REPRESENTATIVE OF DISTRICT 44, INTERNATIONAL ASSO- 
CIATION OF MACHINISTS, AFL-CIO 


Mr. Ryan. Mr. Chairman and members of the subcommittee, my 
name is William H. Ryan and I am president and legislative repre- 
sentative of District No. 44 of the International Association of 
Machinists, AFL-CIO, with offices located at 1029 Vermont Avenue 
NW., Washington, D.C. District No. 44 of the I.A. of M. is composed 
of local lodges of the International Association of Machinists located 
throughout the United States and insular possessions. These local 
lodges are composed of members who are employed by the Federal 
Government as machinists, toolmakers, skilled machine operators, 
welders, auto mechanics, office equipment repairmen, aircraft me- 
chanics and their helpers. 

Mr. Chairman, I am pleased to have the opportunity to testify in 
behalf of our membership, for the enactment of S. 94 as introduced 
by Senator Olin D. Johnston, of South Carolina. 

S. 94 is designed to make available to employees of the U.S. Gov- 
ernment, and their dependents, health benefits comparable to benefits 
provided employees in private industry. The research department 
of our organization reports that a study of existing contracts with 
private employers, reveal that over 80 percent of our members in 
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industry are covered by, either joint employee-management, or man- 
agement-paid health and hospitalization service or insurance plans, 
Throughout the United States, as of January 1, 1957, approximately 
116 million persons were protected against hospital expenses by 
insurance. 

As of December 31, 1957, there were the following number of pri- 
vate and public employees and their dependents covered by hospitali- 
zation, surgical and basic and major medical plans through their 
employers. 

Hospitalization: 93.9 million persons covered, of whom 37.1 million 
were employees, and 56.8 million were dependents. 

Surgical: 87.9 million persons covered, of whom 35.1 million were 
employees, and 52.8 million were dependents. 

Medical: 60.7 million persons covered, of whom 24.9 million were 
employees, and 35.8 million were dependents. 

Major medical expenses: 12.4 million persons covered, of whom 
5.1 million were employees, and 7.3 million were dependents. 

In conformance with the practice of private and public employers, 
to encourage and facilitate the broadest possible health coverage to 
employees and their dependents; the provisions of S. 94 would keep 
the cost within the means of Government employees, and provide for 
the Government contribution as an employer, to the cost of these 
benefits. 

In measuring the true worth of the proposed Federal Employees 
Health Insurance Act of 1959, it must be borne in mind that a state 
of good health is more than just an absence of illness. It is one of 
the most important means of enabling an employee to do a better job. 
Hence, the Government should cooperate with the employee in his 
effort to stay well. 

It is our opinion that the Government would stand to gain tre- 
mendously by adopting the proposed Federal Employees Health Insur- 
ance Act of 1959; and our position is reflected in the fact that sick 
leave taken in the first 9 months of 1947 averaged 5.9 days per em- 
ployee and was estimated to have cost the Government $110 mil- 
lion in salaries. Since this figure merely reflects the dollar cost 
paid out in sick leave it should be doubled in order to reflect the 
true cost, since every workday lost, the Government lost the produc- 
tive time of the employe. Therefore, in our opinion, the Government 
should be interested in the health of its employees, if for no other 
reason that the degree of physical and mental fitness bears a relation- 
ship to work efficiency and sickness-absenteeism. 

The enactment of the Federal Employees Health Insurance Act 
of 1959 will aid to prevent disease. Employees covered by the act, 
which covers the services of a family doctor, will have no financial 
reason for not having periodical medical checkups, whether feeling 
sick or well. A great many illnesses would be less serious if early 
medical care and diagnostic services were utilized. 

S. 94 provides each employee with a free choice of alternative com- 
peting types of coverage. Section 5 of the bill permits the employee to 
elect to enroll in any one of four types of plans. 

(a) Plans along the Blue Cross-Blue Shield lines, which provide 
benefits on a service basis. 

(6) Plans of the type underwritten by commercial insurance car- 
riers which provide benefits on a cash indemnity basis. 
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(c) Plans sponsored or underwritten by a national organization of 
Federal employes, when the employee is a member of such an associa- 
tion. 

(zd) Group practice prepayment plans (such as Health Insurance 
Plan of Greater New York) in those communities where such plans 
are locally available. 

The free choice of the aforementioned plans would stimulate free 
competition and serve the best interest of the Government, the Federal 
employee and the public, by keeping premium cost within reasonable 
limits, and aid toward maintaining economy of operation and efficient 
service. The choice granted employees to transfer their coverage on an 
annual basis would prevent them from becoming captives of an insur- 
ance monopoly, and it would further isolate the Government from any 
charge that it was favoring one type of plan or carrier over another. 

Section 9 of S. 94 authorizes the Civil Service Commission, after 
consultation with the advisory council provided for in section 17: 

(a) Tocontract ona yearly basis, for the establishment of competing 
lans from the various carriers, and to set forth certain minimum 
ealth benefit standards which said carriers would have to provide. 

The bill calls for a standard of the full cost of hospital care and semi- 
private accommodations for 120 days of continuous hospitalization, 
or 120 days in the aggregate of any period of hospitalization separated 
by 90 days or less. 

(6) To contract for benefits found to be reasonable and desirable 
with respect to medical and surgical services during such periods of 
hospitalization. 

(c) To contract for benefits with respect to outpatient services and 
ambulatory patients; including diagnostic and treatment services, sur- 
gical services and services in case of accidental injury. 

(d) To establish exclusions found to be necessary to avoid duplica- 
tion of services or benefits otherwise available. 

Section 10 provides for the Government contribution of a sum equal 
to two-thirds of the premium cost for basic insurance coverage and 
the full cost of extended or major medical insurance benefits in an 
amount equal to $2.50 biweekly for an employee, or $7 biweekly for 
an employee and his dependents; whichever is the lesser. The re- 
mainder of subscription charges or premiums would be withheld 
from the employee’s salary. 

Section 6 provides for group major medical expense insurance. 
Benefits under the major medical insurance would not take effect 
until after: 

(a) All medical, hospital, and surgical expense provided for in the 
employee’s choice of basic coverage had been exhausted. 

(6) The employee earning $5,999 per annum, or less, has spent 
$100 toward major medical expenses. 

(c) The employee earning $6,000 per annum, but less than $11,000, 
has spent $200 toward major medical expenses. 

(d@) The employee earning $11,000 (or over) per annum, has spent 
$300 toward major medical expenses. 

(e) The major medical insurance plan would then cover the pay- 
ment of 75 percent of all medical, surgical, and hospital expenses 
incurred by the employee after the terms defined above are met. 

Section 13 recognizes the fact that retired employees and their 
dependents, faced with increasing medical and surgical needs, ordi- 
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narily cannot obtain adequate insurance protection except at pro- 
hibitive cost from their reduced retirement incomes. The bill there- 
fore provides that the amount of subscription charge or premium 
would remain at the same cost level to the retiree and/or his de- 
pendent survivors; as was in effect prior to his retirement. Any 
increase in premium charges would be paid by Government contribu- 
tions without regard to the maximum limits established for such 
(overnment contributions in the case of active employees. Entitle- 
ment of benefits to a survivor of a deceased retired employee would 
cease When entitlement to annuity under the Civil Service Retire- 
ment Act or other Government retirement ceases. The aged will 
inevitably find themselves faced with special health problems because 
with advanced age, there is a decline in health and physical ability. 
The retired Federal employee covered by section 13 of the bill, is, 
in our opinion, fully entitled to continuing protection for himself 
and his dependents against the drastic economic impact of the cost 
of maintaining health. He has given the major part of his working 
life to the service of his Nation, and we submit that it is morally 
sound that his employer should contribute toward the cost of main- 
taining his state of physical health during the remaining few years 
of his life. We also hold that the Government has an obligation 
to insulate the retired employee from the anguishing fear that his 
loved ones will not have health and hospitalization protection after 
he has gone to his eternal reward. 

Section 14 protects employees against loss of protection and bene- 
fits in cases where they are removed or suspended without pay, and 
later reinstated or restored to duty on the grounds that such removal 
or suspension was unjustified or unwarranted. 

Section 15 provides that persons enrolled in plans in accordance with 
the act, would receive a copy of the contract or certificate which would 
set forth the principal provisions of the policy or plan, and the 
services and benefits to which the employee and his dependents are 
entitled. 

Section 11 of the bill establishes a “health benefits fund” into which 
the Government contributions and all sums withheld from salaries and, 
in the case of retirees, from annuities, would be paid. All premiums 
or subscription charges would be paid from this fund to central agen- 
cies or clearinghouses established by the carriers for the orderly and 
eflicient collection and distribution of premiums to the carriers under- 
writing the plans in which the employees are enrolled. The fund 
would also serve as the repository for the advance funding of any 
added cost involved in the continuation of coverage after retirement. 
All income derived from dividends, retroactive rate adjustments, or 
interest earnings would be deposited in the fund as a reserve against 
adverse experience, or for subsequent adjustments in benefits or pre- 
miums of the plans from which such proceeds were derived. 

Section 16 authorizes the Civil Service Commission, after consulta- 
tion with the Advisory Council established by section 17, to prescribe 
such regulations as may be necessary for the administration of the 
act. This section also requires that regulations, procedures, and forms 
relating to the fiscal and accounting aspects of the administration of 
the act, shall be subject to the approval of the Comptroller General. 

Section 17 establishes a Federal Employee Health Benefits Advisory 
Council, composed of employees’ representatives and persons experl- 
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enced in the operation of prepaid health programs and the services 
and benefits provided by such programs. The Civil Service Commis- 
sion would be required to consult and advise with the Advisory Coun- 
cil on all phases of the administration of the program as well as the 
formulation of the necessary regulations in connection with the admin- 
istration of the act. 

Section 18, in keeping with the general principle of full disclosures 
in regard to all public and private health and hospitalization pro- 
grams, would require the Civil Service Commission to make continuing 
studies in relation to all phases of the act, and to make surveys and 
reports of costs, benefit utilization, and the actual expenditures for 
health and hospital care under the act. These reports would be sub- 
mitted to the Congress and to the Advisory Council, and made avail- 
able to the Federal employees covered by the program. 

Mr. Chairman, the organization for which I am privileged to speak 
wholeheartedly endorses S. 94, and I sincerely hope that this subcom- 
mittee submits a favorable report to the full committee on this much 
needed legislation. The enactment of S. 94 will bring the Federal 
Government a step nearer to the prevailing practices of private indus- 
try and, further, will provide the much-needed inducement toward 
protecting and improving the future health of Federal employees and 
their dependents. 

Mr. Chairman, for the benefit of this subcommittee, and the staff, 
I have attached to the printed copy of my testimony two pamphlets 
which outline a study made by the Foundation on Employee Health, 
Medical Care, and Welfare, Inc., with offices at 477 Madison Avenue, 
New York, N.Y. The foundation is jointly sponsored by management 
and labor, and was created for the purpose of aiding union and com- 
pany officials who must enter the market to purchase health, hospitali- 
zation, surgical, and medical coverage for workers and their depend- 
ents. I am sure the study made by the foundation will materially aid 
the members of this committee, and the staff, in their day-to-day con- 
tact and deliberations on this much-needed legislation. Thank you. 

Senator Nrusercer. Thank you, Mr. Ryan. I would like to ask 
you a few questions, if I may. 

One of the particular points in S. 94 which you endorse is the free 
choice left open to the individual Federal employee of the plan or 
program which he may select. Is that correct? 

Mr. Ryan. That is correct, sir. 

Senator Neusercer. I want to say this: I was not consulted in the 
drafting of S. 94, although I do favor a Federal health insurance 
program. I had nothing to do with its provisions, although I think 
many of them are wise and sound. However, I have been concerned 
for a long time about the free choice section. I want to tell you why. 
There are 214 million Federal employees. I think we could have 
virtual administrative chaos if each one of them is subjected to a blitz 
of propaganda and advertising and promotion about the individual 
program they select. 

Now this is my question to you: You are representing the Interna- 
tional Association of Machinists. You have a coverage program for 
members of the Machinists Union. Is that correct ? 


1 Filed with the committee for reference purposes. 
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Mr. Ryan. We have contracts with private industry that have writ- 
ten in them various types of plans. We don’t have any one plan. 

Senator Neusercer. I understand. But where your machinists are 
employed, let’s say they are employed at some aircraft plant or at 
some automobile manufacturing plant, or wherever it is, that particu- 
lar plant has a program of health insurance for its employees, be they 
machinists or steamfitters or bookkeepers, or anybody else. Is that 
correct ? 

Mr. Ryan. That is correct. 

Senator Neusercer. Now in that particular industry, are they given 
a free choice ? 

Mr. Ryan. Well, no, Senator, in a case like you cite, where we ne- 
gotiate the plan, the collective bargaining agreement plan with a 
given company, you must remember that the employees of that com- 
pany are located within generally a geographic area of a metropolitan 
city. Therefore, we are in a position then to search around for the 
type of plan that would provide the best service to our members in 
that locality. However, with Federal employees spread all over the 
United States, in every major city and in every little hamlet, service 
type plans are not always the best type of a plan for such an employee, 
because they may have to travel hundreds of miles to get that kind 
of service coverage. Therefore, the Federal employees should be 
given a choice as to whether or not they want the service type cover- 
age, such as is provided by Blue Cross, Blue Shield, or the indemnity 
type coverage. 

Senator Nevsercer. What about General Electric? General Elec- 
tric, to cite one particular manufacturing concern, must have plants 
in quite a few communities. Its diversity geographically does not 
compare with the Federal Government, but it is quite scattered from 
the standpoint of localities. Does General Electric offer a free choice 
or is there a contract with one or two programs to cover the employees 
from the standpoint of medical care? 

Mr. Ryan. Mr. Chairman, I must confess I am not qualified to 
answer in reference to the General Electric plan, as it applies to all 
their plants. But I would suspect, however, that most General Elec- 
tric plants are located in areas of substantial population and therefore 
it may be easier for them to contract in these various cities for a 
standard-type plan. 

Senator Nrupercer. Well, you see the thing that really concerns 
me is the thing that you have supported in your testimony about S. 94, 
and you may be right and I may be wrong. However, the reverse also 
could be true. And it does bother me that we are seeking to propose 
a health program, medical program, for 214 million people and we 
are going to leave a free choice to each of those individuals to select 
his or her own insurance or group health program, or whatever it is. 
It just sort of staggers me when I think of the administrative chaos 
that we could be inviting. Maybe not. Maybe this would be com- 
pletely feasible and effective. But I am just not sure of it. I would 
have to be convinced. 

Mr. Ryan. Well, Mr. Chairman, I don’t know. I certainly recog- 
nize that with a completely free choice of plans, there is going to be 
a degree of administrative problems. I think that it is quite possible 
that, although you would have to raise this question with Blue Cross 
and Blue Shield representatives, that they could devise some sort of a 
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national standard, as far as the services they would pay for is con- 
cerned. That might relieve some of the administrative chaos that 
you have concern with. I don’t think the indemnity companies would 
have too much problem in that area. 

Senator Neupercer. Are there any questions by the staff ? 

(No response. ) 

Senator Neusercer. Mr. Ryan, I appreciate your being here and | 
am pleased you raise this point in your testimony, because in the hear- 
ings that I have been participating in or conducting thus far, cer- 
tainly this has been a major point in my mind. 

I have been a Member of the Senate only a little over 4 years, but 
in that time there has been this widespread discussion of a healt) 
program for Federal employees, yet to date nothing has happened, 
I think one of the reasons nothing has happened has been this terrific 
competition behind the scenes by various programs, insurance com- 
panies, and so forth, for what must be the very lucrative opportunity 
to underwrite this for Federal employees. 

I want to say this: I am interested in the people who are to be 
protected, not the people who are going to write the coverage. That 
is my interest in this thing. And I know when I see these huge 
ads in some of the national magazines about some of those who desire 
to write coverage for people and I know the cost of those ads, I also 
know that there must be a great deal of financial increment to those 
who are doing it. 

I think all of us are interested in these people who are to be pro- 
tected from the standpoint of health rather than those who are going 
to write the coverage and I have been concerned, to some degree, by 
the way I have been lobbied in the past few weeks by those who hope 
to write the coverage because I know that somewhere along the line 
they are interested a whole lot more in their own quid pro quo than 
they are in the individual Federal employee, who may be suffering 
from a very serious illness or have widespread family health problems, 
because the intensity with which I have been lobbied speaks a good 
deal more about the point of the writing than it does about. any 
eleemosynary interest. I say whatever participation I can make in 
the writing of this bill, I want to have the emphasis on those who are 
going to be protected rather than on those who are going to write 
the coverage. 

Mr. Ryan. That is a very commendable position to take, Senator. 

Senator Neusercer. I think it is the only logical position to take. 

We thank you for coming, Mr. Ryan, and we appreciate it very 
much. 

Senator Neusercer. Is Mr. George D. Riley of AFL-CIO here? 

Miss BAmpercer. Mr. Chairman, he is not here, but if I may, I will 
present his testimony. 

Senator Nevusercer. We are pleased to have so attractive a substi- 
tute for Mr. Riley. This does not speak in derogation of him, however. 


STATEMENT OF GEORGE D. RILEY, AFL-CIO LEGISLATIVE REPRE- 
SENTATIVE, PRESENTED BY LISBETH BAMBERGER, ASSISTANT 
DIRECTOR, DEPARTMENT OF SOCIAL SECURITY, AFL-CIO 


Miss Bampercer. Thank you, Senator. I am Lisbeth Bamberger, 
assistant director of Social Security Department, AFL-CIO. I am 
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presenting the testimony of George D. Riley, AFL-CIO legislative 
representative. Mr. am is very sorry he couldn’t be here to appear 
before your committee, but he is at the moment testifying before 
another committee. 

The AFL-CIO heartily endorses the provisions of S. 94 as meeting 
the principles set forth by our executive council recently for health 
and medical coverage for those persons employed in the Federal 
civilian government service. 

The points set forth in the council’s statement on this subject are 
that the legislation provide for: (1) free choice of plan by employees; 
(2) Government contribution of at least half the cost of comprehensive 
medical care for employees, and their families; (3) an employee 
advisory council with an effective role in administration of the pro- 
gram; (4) full disclosure of financial operations of participating 
insurance plans and continuing studies of costs and benefit adequacy ; 
(5) continued coverage for retired employees. 

Prompt enactment of this program would make available to em- 
ployees of the U.S. Government and their dependents health insur- 
ance benefits in many respects comparable to those negotiated by our 
affiliated unions in private industry. The provisions of this measure 
will restore a position of leadership to the Federal Government in 
its role of employer. 

As almost everyone is aware, the Congress has found it necessary 
in recent. consecutive years to give its principal attention to adjusting 
Government employees’ salaries. This, in itself, has been a Herculean 
task calling for full and undivided efforts of our friends in the Con- 
gress and our affiliated unions with the assistance of the AFL-CIO. 
Thus, there has remained scant. opportunity to present the case for 
other essential legislation which has had to be laid aside until a more 
opportune time. This may well be said of the bills to provide health 
protection. 

Certainly the provisions of S. 94 are fair and equitable. After 
the plan has become operative, there will undoubtedly be occasion 
for improvement in the basic legislation here proposed. 

The figures contained in Mr. Riley’s prepared testimony have 
been alluded to by previous witnesses. In the interest of time, let 
me point out simply that they demonstrate the wide prevalence of 
employer-financed plans in private industry. 

We consider a number of points to be the most crucial provisions 
in S. 94. (1) There is an effective choice among various types of 
health plans. In those areas where comprehensive direct service plans 
are available, the employee is free to choose that type of coverage 
which provides for the greatest financial protection and which goes 
much further than any of the other plans in assuring high quality of 
care. 

Those employees who do not desire to have this kind of health 
coverage or who live in areas where it is not available can choose 
Blue Cross, Blue Shield, commercial insurance, or Government em- 
ployees’ sponsored plans. The competition that will undoubtedly be 
encouraged among these plans due to this free choice provision will 
most assuredly accrue to the benefit of all. 


39992—-59-——__14 
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I would like to point out that this multiple-choice provision, free 
choice from among different types of plans, is contained in many 
collective bargaining agreements and is now in operation. 

For example, in California, the contracts between United Auto 
Workers and Ford Motor Co. make provision for a choice between 
the Kaiser plan and cash indemnity or other service plans. Such 
an option is provided for, incidentally, in all of the UAW collective 
bargaining agreements with the Big Three of the auto industry. 
And these have worked very effectively. 

(2) The bill provides for substantial Government contribution to- 
ward cost of coverage for both employees and dependents. This is 
in accord with the practices prevalent in private industry and will 
make possible widespread coverage among Government employees 
at all earning levels. 

(3) The bill provides for adequate and effective representation of 
Federal employees through their elected spokesmen, in the administrs- 
tion of the program, through the creation of a Federal Employees 
Health Benefits Advisory Council, to which administrative regula- 
tions must be referred prior to their adoption. 

(4) The Civil Service Commission is charged with responsibility 
of making continuing studies, surveys, comparative analyses, and 
reports on the various health insurance plans and organizations par- 
ticipating in the program, including detailed financial reports and 
cost studies and analyses of the utilization and adequacy of benefits. 

This provision is in complete accord with the AFL-CIO’s long- 
standing position on the beneficial effects that full study and disclosure 
will have on operation of any welfare plan. Adequate evaluations 
and analyses are a crucial element in programs utilizing public funds. 

(5) The bill provides for coverage to retired employees at the same 
cost and with the same benefits as apply to active employees. This is 
an essential provision since people are faced at the time of retirement 
with both lower income and higher medical care costs. Unless these 
costs are shared by a group which includes active employees, health 
insurance for retired persons entails a cost burden which is insupport- 
able by the retired individual. 

(6) Regarding the relationship of the basic plan to the major med- 
ical plan, S. 94 provides that no major medical benefits shall “dupli- 
cate, replace, or substitute for the basic benefits,” offered by the four 
types of plans. It further prohibits any carrier from curtailing— 
the scope or amount of the protection afforded by programs now in existence, in 
consideration of the fact that extended or major medical benefits are to be made 
available to Federal employees (sec. 6(d) ). 

This provision is an essential one in the interest of good health care. 
It is widely agreed among experts in the field that good basic coverage 
is the most important aspect of good health insurance. The major 
medical part of the insurance must be made to fit the basic coverage 
rather than vice versa, as an arch must be designed to fit firmly on a 
sound foundation. 

(7) The bill provides further that— 
the premium rates established under the major medical contract * * * shall, with 
respect to classes of subscribers enrolled in the alternative plans of basic bene- 


fits * * * take into account the scope of basic benefits provided by such plans. 
(sec. 6(e)). 
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This is an extremely important provision. Subscribers to the more 
comprehensive basic plans will use their major medical coverage pro- 
portionately less. This lower utilization and resulting lower cost 
should be reflected in a lower premium rate for the major medical cov- 
erage of those classes of subscribers. 

We of organized labor are concerned with the extent of financial 
protection against the costs of illness to be provided to Federal em- 
ployees; we are concerned in addition with what a health plan can 
do to protect the health of these employees and their families. In 
consequence, we question the emphasis the administration’s proposal 
puts on major medical benefits, at the expense of basic coverage. We 
concur that catastrophic illness coverage may be valuable, but only 
when it supplements adequate basic coverage. 

I should like to call the attention of the committee to the policy 
statement of the AFL-CIO Executive Council on this matter: 


The broader extension of “major medical expense” or “catastrophic” health 
insurance coverage, as has been advocated by some in Government and industry, 
is neither a constructive basis for a national health program nor an adequate 
answer to the need for comprehensive prepaid health services. Unless ac- 
companied by measures designed to aid in the development and expansion of 
direct medical service prepayment programs which emphasize preventive care 
and encourage early diagnosis and treatment, any effort on the part of the Gov- 
ernment to promote the “catastrophic” insurance policies of private carriers 
can only lead to further inflation of medical costs and deterioration in the 
quality of medical care, while ignoring the most essential health needs of the 
public. 

The type of “major medical expense” or “catastrophic” insurance policy pres- 
ently offered by commercial carriers cannot be regarded as a suitable alterna- 
tive to, or substitute for, a sound basic program of comprehensive insurance 
protection which provides for diagnosis and treatment in the home or doctor’s 
office as well as in the hospital, and which covers the common, as well as the 
exceptional, condition. Where a satisfactory basic program of this type already 
exists, a “major medical” insurance provision may be useful as a secondary 
supplement to such a program. The measure of its acceptability, however, 
should be the extent to which the basic health plan already meets the primary 
objective—to remove the dollar barrier to comprehensive health services, in- 
cluding preventive care, for the entire family. 


We can no more underestimate the importance of removing the 
dollar barrier to needed care than we can dismiss the contention that 
financial protection against infrequent but costly major illness is de- 
sirable. The tragedy of a family whose resources are wiped out by 
a catastrophic illness is no greater than the tragedy suffered by the 
family of the man whose illness is fatal because he postponed a visit 
to the doctor for months while he weighed the discomfort of his 
minor pain against the $50 he would be charged for a physical 
examination. 

The so-called small claim which deductibles seek to eliminate may 
make the difference between life and death, between health and dis- 
ability. As Jerome Pollack points out in the American Journal of 
Public Health: 


* * * health insurance differs from other forms of insurance in which a de- 
ductible involves merely a financial loss of given magnitude. The small claim 
is involved in the initial decision whether to see a doctor or neglect a condition. 
It is closely linked to the earliest opportunity the physician has to discover 
pathology * * *. Rather than dismissing them as “sniffle” or “piddling” claims, 
medical insurance should err on the side of encouraging the investigation of 
possible indications of pathology. * * * At present, except for persons in the 
upper income brackets, the great bulk of the population goes to the physician only 
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for diagnosis and treatment of manifest illness. Advance payment may prove 
to be one of the most potent means for bringing preventive care into everyday 
practice (vol. 47, p. 327). 

For these reasons, we favor comprehensive basic coverage, as wil] 
be available under the provisions of S. 94. 

In conclusion, I think this is the occasion to commend, on behalf of 
the AFL-CIO, Senator Johnston for his foresightedness in proposing 
S. 94 and each of the members of the subcommittee for giving earnest 
consideration to this legislation which will be another milestone along 
the pathway of progress of Government employees who are often 
relegated to the rear ranks of the economic procession though they are 
the pillars of the world’s greatest workshop of democracy. 

There can be no question but that the time or attention your sub- 
committee gives to this legislation will be vastly rewarding in remov- 
ing one of the basic obstacles to family security and the substitution 
therefor of contentment and security on the job, where morale is so 
necessary as a built-in feature and cornerstone to the loyalty structure 
so essential to our natiorial well-being and endurance. 

Senator Neunercer. Thank you very much, Miss Bamberger, and 
thanks also to Mr. Riley for this very interesting testimony. 

I think the quotation you read, by Mr. Pollack, from the American 
Journal of Public Health, is quite significant and convincing with re- 
spect to deductibility, particularly and large deductibility or perhaps 
even any deductibility, although T have not wholly made up my mind 
on that. But it isa persuasive statement. 

There is one question I would like to ask you. In the statement 
which you presented for Mr. Riley, you endorsed a free choice plan 
by employees and you made a few comments on that. 

In the various programs of coverage for employees of AFL-CIO, 
are there many which offer a free choice of coverage ? 

Miss Bampercer. Yes; there are. When I say many, it would not 
be many in proportion to the number of contracts that do not provide 
such coverage. However, contracts providing such an option are 
quite numerous, both on the east coast and on the west coast. I under- 
stand that the Kaiser Foundation Health Plan refuses to enroll any 
group where the contract. does not provide for an alternative choice 
of coverage. This is becoming increasingly true of the Health Insur- 
ance Plan of Greater New York. I don’t know whether it is true 100 
percent, but I know that typically the collective bargaining agree- 
ments under which people obtain coverage from the Health Insurance 
Plan of Greater New York also give the employee the opportunity to 
choose an alternative plan. 

Senator Neupercer. Can you name some of the major industries in 
which there are plans where there is a free choice of coverage? 

Miss Bampercer. The ones that I am most familiar with—and if 
we may, I think we would like to add to our testimony on this point 
after doing some further research—are the United Auto Workers 
contracts with General Motors, Chrysler, and Ford, which all pro- 
vide for this choice of plan. 

Senator Neusercer. I think that it would be very important for 
the committee to get some additional material on this, Mr. Kerlin, 
don’t you agree, because it involves one of the greatest industries 
in the country, if not the largest private industry in the country, in 
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terms of employment. If the automobile industry does have a 
free choice of coverage, I think it would be important to learn the 
experience of the automobile industry employees in this respect, 
because it may well indicate we should have a free choice of coverage, 
or the opposite. I think we should try to get more information. 

Mr. Kertin. I certainly agree. I think it would also be well to 
indicate, if you have the information, whether the industry contribu- 
tion is the same where the choices are different. 

Miss Bampercer. The industry contribution typically remains the 
same, and if there is a difference in premium, the difference is borne 
by the émployee. But we will be glad to get together further infor- 
mation on that and submit it to the committee. 

Senator Neupercer. Any information you can get for us on pro- 
grams involving a considerable number of employees where there is 
free choice of coverage, I think would be very very pertinent. 

Miss Bampercer. We certainly will do that. 

Senator Neusercer. I think you will agree that undoubtedly one 
of the major choices before this subcommittee is going to have to be 
the whole question of whether or not the individual Federal employee 
should have a free choice of programs. 

Miss Bampercer. I agree with that; yes. 

Senator Neupercer. We appreciate your coming here, and thank 
Mr. Riley for us, and your associates in AFL-CIO. 

(Miss Bamberger subsequently submitted the following information 
regarding free choice of programs:) 


PROVISIONS FOR CHOICE OF HEALTH PLAN BY INDIVIDUAL EMPLOYEES 


Provision for a choice of health plan by individual employees is a feature of 
numerous arrangements for health coverage, both through collective bargaining 
for employees in private industry and through legislation for public employees. 
Such arrangements are most frequent where different types of health coverage— 
the customary cash indemnity or limited service plan, and a comprehensive direct 
service group practice plan—are available. 


EXAMPLES OF TWO LARGE-SCALE CHOICE OF PLAN ARRANGEMENTS 


A. Employees of the State of New York 


New York State employees are covered by a health insurance program pro- 
viding basic hospitalization coverage by Blue Cross, plus a choice (for employees 
who reside in the greater New York area) of basic surgical-medical coverage by 
Blue Shield, and major medical coverage by Metropolitan Life Insurance Co., or 
comprehensive coverage by Group Health Insurance Inc., or the Health Insurance 
Plan of Greater New York. 

New York State employees who live in the area where this choice of plans is 
available, number, with their families, approximately 138,000. 

The State of New York contributes 50 percent of the total charges for indi- 
vidual coverage and 35 percent of the total charges for dependent coverage for 
subscribers to the Blue Cross-Blue Shield-Metropolitan Life Insurance Co. 
coverage package. The State contributes the same amount toward the alterna- 
tive coverages; where the total premium is higher under the alternative form 
of coverage, the employee pays the additional premium. 


B. Employees of the Chrysler Corp., Ford Motor Co., and General Motors Corp. 

Agreements between Chrysler, Ford, and General Motors, and the United Auto 
Workers provide that each employee in California plants shall be afforded the 
option to subscribe to the Kaiser Foundation Health Plan instead of the Blue 
Cross-Blue Shield plans; they provide further that such an option can be 
extended to other comprehensive plans where they are available, through agree- 
ment between the company and the union. At the moment the Kaiser plan 
is the only comprehensive plan available in areas where there are significant 
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numbers of employees of these three large auto manufacturers. Thus the choice 
of plans is now being exercised by only about 15,000 workers and their families 
However it is expected that in the near future a comprehensive direct service 
group practice plan will be available in the Detroit area, and the choice of plan 
will be extended, under present contract provisions, to another 160,000 to 175,000 
workers and their families. 

The company contribution to whatever coverage is elected by the employee is 
equal to one-half the subscription rate of the standard Blue Cross-Blue Shield 
plan. 


PARTIAL LIST OF PARTICIPANTS IN FREE CHOICE ARRANGEMENTS 
The following is a partial list of groups whose health insurance is paid for in 


full or in part by the employer, where the individual has a choice of alternative 
health plans. 





Group Alternate plans 


International Longshoremen’s & Warehousemen’s | Kaiser Foundation | Pacific National Lif 
Union-Pacific Maritime Association, Healtb Plan, North- Assurance Co, 
ern California. 
Distributors Association of Northern California and 
ILWU Warehousemen’s Welfare Fund. 
Henry J. Kaiser Companies Life Insur- 


San Francisco Restaurant and Tavern Welfare California Physicians 
und. Service. 

East Bay Plasterers’ Health and Welfare Fund Not. known. 

The Hotel Employers Association of San Francisco California Physicians 
and Local Joint Executive Board of Hotel Em- Service. 
ployees Insurance Plan. 

Carpenters Health and Welfare Trust Fund for Blue Cross. 
California. 


Do. 
San Francisco Hotel Owners and Employees Wel- California Physician 
fare Fund Plan. Service. 
Chevrolet Division, Oakland General Motors Corp < Blue Cross. 
Marine Cooks and Stewards-American Federation Self-insured. 
of ian Maritime Association Security 
Funds. 
— Body Division, Oakland General Motors Blue Cross. 
orp. 
San Francisco Retailers’ Council 
J. C. Penny Co., San Francisco--.-------------- pa or i ; 
City of Berkeley-- -_- Do. 
Vallejo Retail Trade Welfare .| Occidental. 
Moore Business Forms, Inc Blue Cross. 
Apartment Employees Weifare and Pension Funds ‘ ...| Not known. 
Blue Cross. 


Do. 
Health and Welfare Fund. 


San Francisco Joint Board International Ladies’ California Physicians 
Garment Workers’ Union, AFL-CIO. Service. 

Sinclair and Valentine Co. of California Blue Cross. 

San Francisco Club Institute and Local Joint Execu- California Physicians 
tive Board of Hotel Workers Insurance Plan. Service. 

The California Ink Co., Inc Blue Cross. 

Hercules Powder Co------ Not known. 

Prescolite Manufacturing Corp------- Blue Cross, 

The County of Contra Costa California Physicians 

Service. 

Higgins-Magee Ink and Chemical Corp Blue Cross. 

San Francisco Web Pressmen’s Union No. 4—Pub- California Physicians 
lishers’ Welfare Fund. Service. 

Richmond Public Schools Blue Cross. 

Sailors Union of the Pacific—Pacific Maritime Asso- Self-insured. 
ciation Welfare Fund. 

San Francisco Department, Specialty and Variety Massachusetts Mutual 
Stores Health and Welfare Trust Fund. Insured Plan. 

General Motors Corp-.....-.------.--- Blue Cross. 

City of Richmond--. oA 0. 

Kaiser Steel Corp New York Life Insur- 


ance Co. 
Kaiser Aircraft and Electronics Corp New York Life. 


American Communications Association Local 9 Blue Cross and Oali- 
— Physicains Serv- 
ce. 
Office Employees International Union Local 29, California Physicians 
Health and Welfare Fund. Service. 
Watchmakers Union Local 101 Independent Insurance 
0. 
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Group 


Oakland Restaurant and Tavern Welfare Fund and 
East Bay Restaurant and Tavern Employers Wel- 
fare Fund. 

The County of San Mateo 

Marine Engineers Beneficial 
Maritime Association. 

Chrysler Corp 

Fibreboard Paper Products Corp 


Association—Pacific 


San Francisco Typographical Union No. 21-Pub- 
lishers’ Welfare Fund. 

Health Service System City and County of San 
Francisco. 

Oakland Typographical Union No. 36 and Oakland 
Newspaper Publishers’ Welfare Fund. 

International Union of Operating Engineers, Sta- 
tionary, Local 39. 

Associated Printing Industries and Oakland Print- 
ing Pressmen’s Union, Local 125. 

Associated Printing Industries East Bay Union 
Shop Division and Oakland Typographical Union 
No. 36. 

The Standard Register Co 

Varco, Inc... ----- 

Kaiser Steel Corp 


Koppers Co J 
Permanente Cement. .-..-.-.------------------- iksoss 


Kaiser Gypsum s 
Warehousemen’s Health and Welfare Fund. 
Grinnell Co. of Pacific.- 

Millinery Workers U nion 

Culinary Workers Union—Los Angeles 


Biltmore Hotel 

Retail Clerks Union 

Chrysler Motors_......--- 

George McQueen 

Mine, Mill & Smelter Workers 

Fisher Body Division of GMC 

Chevrolet Los Angeles Division of GMC__ 
Buick-Olds Division of GMC 

Delco Battery Operations... --..... 
Buick Motor Division of GMC. ------ 
Cadillae Motor Car Division of GMC. 
General Motors Acceptance Corp 
Electric Motive Division of GMC 
Kaiser Steel Co. Fabricating Division 


Ford Motor Co 
Mercury Division of Ford Motor Co-.- 
Culinary Workers Union-San Pedro 


United Jewish Appeal of Greater New York 
Time, Inc 
Truckmen’s Health and Welfare Fund 


The New York Post 
United Nations_ 

ress Joint Board, ILGWU 
Painting Industry Insurance Fund 


International Association of Machinists, District 15_- 
Motion Picture Operators, Local 306 

Cake Bakers Union Welfare Fund 

Bakery & Confectionery Workers, Local 3 


Office Employees, Local 153 Welfare Fund 
Teamsters, Local 807 Welfare Fund 
Teamsters, Local 282 Welfare Fund 
Teamsters, Local 707 Welfare Fund 

Metal Spinners Workers. 

M ilk Dee’ Local 584 





Alternate plans 


Kaiser Foundation 
Health Plan, North- 
ern Calif. 


ABO 
Kaiser 
Health Plan, South- 
ern California. 
55 eek ease 


Cae 


Health Insurance Plan 
of Greater New York. 


Foundation 








Pacific National Life As- 
surance Co. 


Blue Cross. 
Not known, 


Blue Cross. 
California Physicians 
Service. 


— Life Insurance 


Self-insured. 

Blue Cross. 

Not known. 

Blue Cross. 
Do. 


Do. 


Do. 
Union Mutual Life In- 
surance Co. 


Do. 
New York Life Insur- 


Continental. 
Not known. 


0. 
Constitution Life Insur- 
ance Co. 
Not known. 
Blue Cross. 
Blue Cross-Blue Shield. 
Not known, 
Do. 


Blue Cross-Blue Shield. 


New York Life 
ance Co. 


Blue Cross-Blue Shield. 


Washington National In- 
surance Co. 

Pacific National Life In- 
surance Co, 

Blue Shield. 


Insur- 


Travelers Major Med- 


ical. 
Group Health Insurance, 
Ine. 


Do. 
Blue Shield. 
D 


0. 
Group HealthInsurance, 
Inc. 
Do. 
Do. 
Self-insured. 
Group Health Insurance 
Inc. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
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Group Alternate plans 


Tce Cream Drivers, Local 757 Health Insurance Plan | Group Health Insurance, 


of Greater New York. Ine. 
Health Fund of Fur Industry do Do 


District 65, Retail, Wholesale, & Department Store i cicccacnbakvesed Self-insured. 
Union. 


Actors Equity Membership Fund Group Health Insurance, 


ne. 

New York State Employees_..............-.--------|----- OBS Ss eeeiee Group Health Insurance, 
Inc., Blue Shield, and 
Metropolitan Life 
(Major Medical.) 


EXHIBITS 


The following exhibits, attached herewith, provide further relevant infor- 
mation regarding provisions for choice of plan by individual employees under 
various kinds of arrangements for health coverage: 

(a) “Health insurance for New York State Employees,” a pamphlet describ- 
ing the benefits available to employees of the State of New York through Blue 
Cross and (1) Blue Shield plus Metropolitan Life Insurance Co. major medical 
insurance, (2) Health Insurance Plan of Greater New York, or (3) Group 
Health Insurance, Inc. 

(b) Agreement between International Union, United Automobile, Aircraft, 
and Agricultural Implement Workers of America (UAW) and the Ford Motor 
Co., September 20, 1958, containing provisions for a choice of plan (art. IX, 
sec. 28 (c)). The agreements between the UAW and the Chrysler and General 
Motors Corps. are similar in this respect. 

(c) “Your Choice of GHI or HIP Health Insurance Program,” a_ booklet 
illustrative of the materials prepared by two alternative plans for presenta- 
tion to individual employees who have the option to choose between the two 
plans. 

(d) “Kaiser Steel Corp., Group Insurance Plan,” a booklet illustrative of 
the materials prepared by two alternative plans—in this instance the New 
York Life Insurance Co. and the Kaiser Foundation Health Plan— for presenta- 


tion to individual employees who have the option to choose between the two 
plans. 


(Mr. Riley subsequently submitted the following communication :) 


AMERICAN FEDERATION OF LABOR AND 
CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D.C., April 23, 1959. 
Hon. RicHarp L. NEUBERGER, 
Senate Office Building, Washington, D.C. 


DeaR SENATOR NEUBERGER: The information enclosed in this letter should 
serve to supply an even greater degree of completeness for the transcript of 
the current hearings on S. 94. 

I hope that this letter may be included in the record at some appropriate 
point as a matter of information and supplemental to my remarks on the 
important subject of health benefits for Federal Government civilian employees. 

The matter of costs and the proportion of contribution to the health fund 
has arisen during the hearings, but I believe that your subcommittee will 
wish to know that section 941 of the Foreign Service Act of 1957 provides 
that: 

If any member of the Foreign Service incurs an illness or injury while abroad 
which requires hospitalization or similar treatment, the Secretary of State 
is authorized to pay for such treatment. If the dependent of a member of 
the Foreign Service incurs an illness or injury requiring hospitalization or 
similar treatment while abroad, the Secretary of State is authorized to pay 
for such treatments when they exceed $35. 

Foreign Service personnel within the United States have health coverage 
under the Foreign Service Protective Association, which is underwritten by 
Mutual of Omaha and to which there is no Government contribution. 
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However, Foreign Service officers (about 3,000 to 4,000 people) get complete 
hospital and medical care while in this country paid for completely by the 
Government. In this respect, Foreign Service officers are treated like military 
personnel. 

I thank you for your courtesy in this regard and I am, 

Sincerely, 


Grorce D. RILEY, 
Legislative Representative, AFL-CIO. 

Senator Nevpercer. Before we recess, I want to include in the hear- 
ing record in full a much more detailed presentation of the Civil 
Service Commission’s proposal which has been provided to the sub- 
committee. When the Civil Service Chairman was here earlier in our 
subcommittee hearings, he outlined only in general what the Commis- 
sion was proposing. We now have a rather detailed program, which 
we appreciate, and which we think should appear in full in the hear- 
ing record. 

(The document referred to is as follows :) 


BuREAU OF DEPARTMENTAL OPERATIONS, U.S. Crvit SERVICE COMMISSION 


FACTS ABOUT CSC’S PROPOSAL FOR HEALTH INSURANCE FOR FEDERAL EMPLOYEES 


The Civil Service Commission is receiving many inquiries about the health 
insurance plan for Federal employees which it recommended for the considera- 
tion of the Senate Post Office and Civil Service Committee in mid-April. The 
following material explains the major points of the Commission’s proposal as 
it was presented to the committee. 

Under the Civil Service Commission’s plan for health insurance for Federal 
employees and their dependents, benefits would be divided into three categories— 
hospital, medical and surgical, and maternity. 


Hospital benefits 


Practically all expenses incurred in a hospital would be covered. This would 
include charges for semiprivate room and board, general nursing care, use of 
operating rooms and other facilities and equipment, laboratory examinations, 
blood transfusions, X-ray, electrocardiograms, dressings, drugs and medicines, 
anesthesia, and oxygen. About the only items not covered would be things 
like telephone calls or rental of a television set. 


Medical and surgical benefits 


Almost all medical and surgical expenses would be covered so long as they 
are for service or materials performed or prescribed by a doctor. They would 
include bills for doctors’ visits at home, office, or hospital, nursing care, rental of 
wheelchairs and hospital beds, and cost of artificial limbs, X-ray and radium 
treatment, ambulance service, and medicines and drugs. 

The plan would cover expenses for a long-lasting illness, such as cancer, 
tuberculosis, polio, or muscular dystrophy, or for a series of illnesses. 

Not covered would be expenses for eyeglasses, hearing aids, and cosmetic 
surgery, unless they are necessary as a result of an accidental injury. Also, 
expenses which are paid for by employees’ compensation or any Government 


agency, or which resulted from injury or sickness due to war, would not be 
covered. 


How the plan works 


In any calendar year, the insured person (the employee or his dependent) 
would pay $50 out of his own pocket for any hospital and/or medical-surgical 
charges. After that, the plan would pay in full the next $200 of hospital 
expenses and 80 percent of any remaining hospital expenses plus 80 percent of 
all covered medical-surgical expenses. 

Another feature of the plan would be that, so an employee would not have 
to pay two deductibles within a short time, a $50 deductible paid during the 


last 3 months of the year would satisfy the deductible for the next calendar 
year. 
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The deductible would not be applied on a family basis: there would be a 
separate $50 deductible for each family member, just as there would be a $7,500- 
$15,000 maximum for each member. An exception would be when two or more 
members of a family were injured in the same accident. Then only one $50 
deductible would have to be paid. Another limitation on deductibles would 
be that no family, regardless of whether expenses were for accident or illness, 
would ever have to satisfy more than three deductibles (totaling $150) in q 
single calendar year. 


Maternity benefits 


Maternity benefits under the plan would be separate from the hospital and 
medical and surgical benefits, and a $50 deductible would not be paid by the 
employee. Actual expenses of hospitalization, care, delivery, and treatment 
would be paid up to a maximum of $200 for a normal delivery, $300 for a Caesar- 
ean delivery, and $100 for a miscarriage. In cases of severe complications, 
additional benefits up to $5,000 would be paid. 


Dollar limit on benefits 


The total amount of benefits (hospital plus surgical and medical) that could 
be paid to each insured person (an employee or a dependent) could not be 
more than $7,500 in any 1 year or more than $15,000 in a lifetime. Regular 
maternity benefits would not be charged against these figures. 

The plan would provide for restoring the $15,000 maximum during the in- 
sured employee’s working life. The employee’s maximum of $15,000 would be 
reinstated upon satisfactory proof of complete recovery. A dependent would be 
treated in the same fashion. 

If, when the employee retired, the remaining part of his or a dependent’s 
maximum was more than $7,500, he would keep that figure as a maximum. If, 
however, it were less than $7,500, it would automatically be increased to that 
figure as a lifetime maximum. 


Who would be covered 


With relatively few exceptions, all employees of the Government would be 
eligible for the health insurance. In general, any employee who is eligible 
for life insurance could also qualify for health insurance. No medical exam- 
ination would be required, and no employee would be excluded because of the 
hazardous nature of his work or because he had a preexisting disease or illness. 

An employee’s dependents would also be covered. A male employee’s wife 
and unmarried children under 21 would qualify. A female employee’s husband 
would qualify if he is incapable of self-support because he is disabled, and so 
would her unmarried children under 21 under certain circumstances as, for 
example, if she were a widow. Children 21 or over would qualify as dependents 
if they were incapable of self-support because of a disability that began before 
age 21. 

An insured employee and his dependents would have free health insurance cov- 
erage for any periods he was receiving employees’ compensation benefits. He 
would also have free coverage for periods of leave without pay up to 1 year. 

An employee would be enrolled in the plan automatically unless he asked not 
to be covered or chose to be covered in one of a few other types of plans. These 
would include (1) approved employee organization-sponsored plans; (2) group 
practice plans (such as Group Health, Inc., in Washington, D.C.) ; and (3) other 
approved plans that offered benefits identical to the main plan at the same 
or lesser cost. 


Retired employees 


Employees who are insured when they retire and begin to draw an immediate 
annuity would keep their insurance coverage without further cost to them- 
selves, as would their insured dependents. Persons who retired before the 
insurance plan went into effect would not be eligible to participate. 


Financing the plan 


Costs of the plan would be met by Government contributions and payroll de- 
ductions from the salaries of participating employees. Contributions and deduc- 


whe et Goes Oo 
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tions would be at a level which would permit the accumulation of a reserve fund 
to pay for the free coverage of employees who retire. 

The total monthly cost, to be shared by the Government and employees, would 
be about $5 for single employees and approximately $15 for employees with de- 
pendents. What portion of the $5 or $15 would be deducted from the employees’ 
salaries would depend on how much the Government will contribute. 


EXAMPLES 


Wife, age 49, acute anemia 
Expenses incurred : 

Hospital room and board (39 days) $511. 00 

1, 035. 00 
Surgeon 110. 00 
Physicians (home, hospital, and office) 289. 00 
Drugs and medicines (out of hospital) 514. 00 
Diagnostic studies (out of hospital) 562. 00 


Total expenses 3, 021. 00 
Deductible * 50. 00 


Remainder 


Benefits : 
$200 of hospital, in full 
Sie Prercerss. CE ACR is a 2, 216. 80 


“~) 


PIRI DDG aii ieiccceiiaasocbinnbaa eae 2, 416. 80 


1 Paid by employee. 
220 percent paid by employee. 


Male employee, age 50, ulcers complicated by gall bladder: 2 periods of illness in 
same year 


Expenses incurred 1st illness 2d illness 


Hospital room and board---_- Sado eee Sa RL ane 1 $432. 00 
ere aap 266. 75 
Surgeon. ..-.--- 2 ivinion Ea 335. 00 
Physicians (home, hospital, and office) Sad ist 123. 00 
eae pacieuenawien ; 

Private nurses 


1 22 days. 26 days. 


Total expenses. 
Deductible * 


Remainder 
Benefits : 
$200 of hospital in full 
80 percent of balance ? 


Insurance pays 


1 Paid by employee. 
220 percent paid by employee. 





214 HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 


Male employee, age 64, heart attack 
Expenses incurred : 
Hospital room and board (33 days) 
Hospital services 


Physician (home, hospital and office) 
Drugs and medicines (out of hospital) 
Miscellaneous (out of hospital) 


Total expenses 
I tse te ete ae aboememanew canes 


Remainder. 
Benefits : 
$200 of hospital, in full 
80 percent of balance” 


Insurance pays 


1 Paid by employee. 
220 percent paid by employee. 


Child, age 4, nephrosis 


Expenses incurred: 
Hospital room and board (32 days) 
Hospital services 
Physicians (home, hospital, and office) 
Drugs and medicines (out of hospital) 
Diagnostic studies (out of hospital) 
Miscellaneous (out of hospital) 


3, 054. 00 


Total expenses 8, 054. 00 
Deductible * 


Remainder 
Benefits : 
$200 of hospital, in full 
80 percent of balance? 


Insurance pays 

1 Paid by employee. 

220 percent paid by employee. 

Senator Neusercer. We will stand in recess until] next Tuesday, at 
9:30 a.m., in this same room. 

Thank you very much for being here. 

(Whereupon, at 12 noon, the hearing was recessed, to reconvene at 
9:30 a.m., Tuesday, April 28, 1959, in room 6202, New Senate Office 
Building, Washington, D.C. 
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TUESDAY, APRIL 28, 1959 
U.S. Senate, 


Post Orrice AND Civit Service CoMMITTEE, 
InsuRANCE SUBCOMMITTEE, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 9:45 a.m., in 
room 6202, New Senate Office Building, The Honorable Richard L. 
Neuberger (chairman of the subcommittee), presiding. 

Present : Senators Neuberger, Yarborough, and Jordan. 

Also present: H. W. Brawley, executive director, J. Don Kerlin, 
assistant staff director, Andrew Faucette, chief counsel, and Frank A. 
Paschal, minority professional staff member, Post Office and Civil 
Service Committee. 

Senator Neusercer. Before we take up, this morning I should like 
to include in the hearing record a letter which I have received from 
Mr. Kenneth Williamson, associate director of the American Hospital 
Association, amplifying the views of that organization with respect 
to free choice of various plans. 

In addition, I should like to include in the hearing record in full 
another letter which has come in regarding S. 94 and other plans from 
George D. Riley, legislative representative, AFL-CIO. His letter 
will be included in the record of April 23 when his representative 
testified. 

(The letter of Mr. Williamson follows :) 


AMERICAN HOSPITAL ASSOCIATION, 
Washington, D.C., April 24, 1959. 
Hon. RICHARD NEUBERGER, 
Chairman, Subcommittee on Insurance, 
Senate Office Building, Washington, D.C. 


DrearR SENATOR NEUBERGER: Your remark during yesterday’s hearing on em- 

ployee health legislation that free choice might lead to “administrative chaos” 
suggests to me that the proponents of free choice may have failed to make their 
position clear. The American Hospital Association, and as far as I know other 
advocates of free choice, are not asking an unlimited choice among all the 
various types of programs in this field. This is one of several points on which 
we have thought that S. 94 might be in need of refinement. 
_ The bill which we participated in drafting 2 years ago (H.R. 7034, 85th 
Cong.) would have permitted choice between: (1) a single nationwide service 
benefit plan; (2) a single nationwide indemnity plan; (3) a group practice 
plan where available; and (4) an employee union plan for members of the 
union. While I do not know the number of plans which might have qualified 
under the third and fourth choices, our proposal would have meant that for 
most Federal employees the actual choice would have been between two nation- 
wide plans. 
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I cite this proposal merely to illustrate that intermediate positions are quite 
possible between an unlimited freedom of choice, on the one hand, and the ex- 
cessive rigidity of the administration’s proposal, on the other. The essentia] 
point, as we see it, is that the employee should be permitted to choose between 
the generally available forms of health protection. While we should be happy 
to see the range of choice extended as far as may be administratively feasible, 
I am confident that our basic objective could be attained without imposing 
undue administrative burdens. 

I should appreci:te it if you would have this letter incorporated in the recv- 
ord of your hearings as an amplification of the statement of Dr. Robin C. 
Buerki on behalf of this association. 

Sincerely yours, 
KENNETH WILLIAMSON, Associate Director. 

Senator Neusercer. Our first witnesses this morning, I understand, 
represent the Kaiser Foundation Health Plan, Arthur Weissman, 
director of statistical information, accompanied by Arthur S. Rein- 
hart, manager, Kaiser Foundation Health Plan, and Avram Yedidia, 
consultant, Kaiser Foundation Health Plan. 

Gentlemen, we are very pleased to have your here. 


STATEMENT OF ARTHUR WEISSMAN, DIRECTOR OF STATISTICAL 
INFORMATION, KAISER FOUNDATION HEALTH PLAN, ACCOM- 
PANIED BY ARTHUR S. REINHART, MANAGER; AND AVRAM 
YEDIDIA, CONSULTANT, KAISER FOUNDATION HEALTH PLAN 


Mr. Weissman. Mr. Chairman, my name is Arthur Weissman, 
director of statistical information, Kaiser Foundation Health Plan. 
I am accompanied by Mr. Reinhart on my right and Mr. Yedidia on 
my left, whose titles appear on the prepared statement. 

On behalf of the Kaiser Foundation Health Plan, I and my asso- 
ciates wish to express our appreciation to your committee for this 
opportunity to present our comments on Senate bill 94. 

The Kaiser Foundation Health Plan is a California nonprofit cor- 
poration which maintains a group practice prepayment medical care 
program. There are 342,000 health plan members in the San Fran- 
cisco Bay area region and 255,000 members in the southern California 
region. In an affiliated program in the Portland, Oreg.-Vancouver, 
Wash. region, there are approximately 32,000 members. Recently, the 
Kaiser Foundation Health Plan began serving members in a new 
region, our 50th State, Hawaii. 

To arrange for the comprehensive medical, hospital, and related 
services required for members, the Kaiser Foundation Health Plan 
contracts with groups of physicians organized as medical partner- 
ships which provide all professional services to members. Hospitali- 
zation facilities and services are obtained by contract with the Kaiser 
Foundation Hospitals, a California nonprofit and charitable corpora- 
tion which provides hospital and emergency facilities for the general 
community, furnishes charitable care, sponsors programs in medical 
education and research, and also meets the hospitalization require- 
ments of health plan members. 

Participating in this direct service prepayment program there are 
14 hospitals with a combined licensed capacity in excess of 2,000 beds: 
some 40 outpatient medical centers; approximately 600 physicians—in 
the autonomous medical partnerships which contract with the health 
plan; and roughly 5,000 nonphysician personnel, including nurses, 
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pharmacists, technicians, and the other staff needed in hospitals and 
outpatient medical centers. cae 

From experience dating back to 1933, a set of five principles has 
evolved which governs the operation of the Kaiser Foundation Health 
Plan program. These principles are: (1) group practice, (2) pre- 
payment, (3) emphasis on preventive medical care, (4) use of inte- 
grated medical facilities for both inpatients and outpatients, and (5) 
voluntary enrollment in the health plan. These principles are de- 
scribed in some detail in exhibit A which is an excerpt from a recent 
statements prepared by C. C. Cutting, M.D., executive director of 
the Permanente Medical Group—the medical group which contracts 
with the health plan in the San Francisco Bay area region. 


EXHIBIT A 


Excerpt From A STATEMENT BY C. C. Cuttine, M.D., EXECUTIVE DIRECTOR OF THE 
PERMANENTE MEDICAL GROUP, PRESENTED TO THE COUNCIL OF MEDICAL SERVICES 
OF THE AMERICAN MEDICAL ASSOCIATION AT A MEETING IN CHICAGO, ILL., ON 
OcToBER 17, 1958 


The plan (Kaiser Foundation Health Plan) embodies five fundamental 
principles : 


1. Group practice 


With the greatly increased knowledge and technical developments taking place 
in medicine, we find it most desirable—from the standpoint of both the patient 
and the physician—to effect an integration of medical care through group prac- 
tice. We further believe that physicians, working together, best know the type 
of care their associates give, and are anxious, under good leadership, to provide 
ood care. Group practice brings into play one of the most potent controls of 
the quality of medical care; namely, the judgment, by physicians, of each other’s 
work. 

2. Prepayment 


It is well established that prepayment methods permit the individual family 
to budget expenditures for medical care. When prepayment is merged with 
group practice, it provides a relatively stable income to the providers of service. 
In this way members of the plan can afford to pay for modern medical care 
of high quality. 


3. Preventive medical care 


The fusing of group practice and prepayment with the prepaid funds going 
directly to the group (not as a fee-for-service) focuses attention on the im- 
portance of preventive medical care services. In such a plan it is both good 
medical care and good economics to keep the members as healthy as possible. 
Preventive medical care services, therefore, are an integral part of the basic 
services provided to members. 


4. Integrated medical services 


When physicians in group practice use common facilities, both inpatient and 
cutpatient, direct advantages accrue to the patients and to the physicians, and 
many economies in the costs of medical care are achieved. 


3. Voluntary enrollment 


The Kaiser Foundation Health Plan adheres to the principle of voluntary 
enrollment. Each person who joins the plan does so as a result of his own indi- 
vidual choice. Since the bulk of the membership pays the subscription charges 
ona monthly or quarterly basis, each period they exercise their freedom of choice 
in determining whether to continue or discontinue their membership. 

To insure this freedom of choice, when health and welfare fund groups apply 
for health plan coverage, it is a firm policy of the Kaiser Foundation Health Plan 
to urge the health and welfare fund to offer the employees a choice of plans, i.e., 
a choice of joining the direct service group-practice prepayment plan (Kaiser 
Foundation Health Plan) or joining a fee-for-service type of plan (e.g., Blue 
Cross, Blue Shield, Commercial Insurance Co. Plan, etc.). Dual choice pro- 
grams of this type provide the individual worker with prepaid medical care 
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arrangements of his choice. The health plan does not accept the enrollment 
of a health and welfare fund unless such choice of plans is offered to the benefi- 
ciaries of the fund. Thus, the population served by Permanente Medical Group 
is composed exclusively of persons who voluntarily join and retain their mem- 
bership in the Kaiser Foundation Health Plan. 


Mr. Weissman. More than 10 percent—some 70,000 persons out of 
the total Kaiser Foundation Health Plan membership of 640,000— 
are Federal employees and their dependents. Exhibit B is a brochure 
describing Kaiser Foundation Health Plan benefits and subscription 
charges now in effect for Federal employee groups in the San Fran- 
cisco Bay area region. 

Senator Nreusercer. The chart of exhibit B will be reproduced. 
The rest of the brochure will be incorporated by reference. 


ExHIsBIT B 


Medical and hospital services 


For subscribers For dependents 


In the doctor’s office: ! 

Doctor’s office visits $1 charge per visit $1 charge per visit. 

Laboratory tests, X-ray, X-ray therapy No charge 2 -| Half private rates. 

Casts and dressings---- acute .--| No charge. 

Physical therapy $1 per treatment ? | Half private rates. 

Drugs, medicines, injections, allergy tests-..- Provided at reasonable rates. 

In the hospital: 

Physicians’ and surgeons’ services, including | No charge No charge. 
operations. 

Room and board; general nursing; dressings; | 111 days for each illness | 60 days for each illness each 
casts; use of operating room. each year at no charge.? year at no charge;? 51 

additional days at half 
rate. 

Drugs and medicines; injections; special i 60 days for each illness each 
duty nursing when prescribed; ambulance year at no charge.’ 
within service are on doctor’s orders. 

X-ray, X-ray therapy, laboratory tests, | No charge? Half private rates. 
physical therapy. 

Blood transfusions, if blood is replaced-.--.....|...-.d0.........--.--------- No charge. 

In your home: 

Doctors’ home calls within home call service $3.50, 9 a.m. to 5 p.m.; $5, 5 p.m. to 9 a.m. 
area. 

Nurses’ home calls within home call service | No charge.-....-.--------- No charge. 
area. 

Flat fee services: * 

Maternity care: Full care starting early in | $60 if confinement due | $95 if confinement due after 
pregnancy; all doctor and hospital services after 10 months mem- 10 months membership 
for mother and child during confinement, bership, $140 before 10 $140 before 10 months. 
including transfusions if blood is replaced; months. 
caesarean sections. 

Interrupted pregnancy. Private rates up to a maximum of 2% the fee for full 

maternity care. 

Removal of tonsils and/or adenoids $35. 


1 Diagnosis and treatment, specialists’ care; continued care for chronic conditions; no limits on number 
visits; peers checkups; pediatric checkups for children; eye examinations for glasses. 

2 Half private rates charged for preexisting conditions (conditions present at the time the member joined 
the plan). 

3 Full private rates charged for preexisting conditions. 

4 No charges except for fees listed. 


Mr. Weissman. These Federal employees in the Kaiser Founda- 
tion Health Plan comprise groups at the Alameda Naval Air Sta- 
tion, San Francisco Naval ioniad, Mare Island Shipyard, Hamil- 
ton Air Force Base, Travis Air Force Base, Norton Air Force Base, 
March Air Force Base; groups in post office locations in northern and 
southern California ; aa groups in a wide variety of other Govern- 
ment agencies including the Atomic Ener mmission, Public 
Health Service, Internal Revenue Service, Veterans? Administration 
and Veterans’ Administration hospitals, Federal Bureau of Investi- 
gation, and the customs service. 


Asso 
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The Federal employees in the Kaiser Foundation Health Plan have 
al] joined the plan voluntarily. In all instances, they have made a 
deliberate and conscious choice from among the several types of pre- 
payment plans available to them on a fully self-paid basis. Exhibit 
( provides a more detailed description of the concept of choice of 
plans. 


Exuisit C. Dua CHoIce Programs * 


Avram Yedidia, consultant, Kaiser Foundation Health Plan, Inc., Northern 
California Region, Oakland, Calif. 


This presentation on dual choice programs is derived from the experience of 
the Kaiser Foundation Health Plan in the San Francisco Bay area region of 
northern California. 

The term “dual choice program” may be new to some of the members of this 
audience. I believe the meaning of this term will become clear as I describe 
briefly the setting within which dual choice programs evolved. 


BACKGROUND 


At the conclusion of World War II, the Kaiser Foundation Health Plan—a 
group practice prepayment plan—opened its membership rolls to groups and 
individuals in the community. Prior to that time the plan served employees of 
the shipyards operated by the Kaiser Cos. and served the families of the 
shipyard workers. As a group practice prepayment organization, this plan 
made comprehensive medical care available to its members in a manner substan- 
tially different from the traditional solo practice, fee-for-each-service medical 
care prevailing in our community. The group practice prepayment approach 
to medical care had to prove itself in the community on the basis of voluntary 
enrollment. Each person who joined the plan, either through group or through 
individual enrollment, did so as a result of his own decision—his own choice to 
become a member of the plan. The principle of voluntary enrollment was a 
basie concept in the development of the Kaiser Foundation Health Plan as a 
community-wide plan. 

At that time, in the midforties, health insurance plans were composed pre- 
dominantly of self-paying memberships. Each person decided for himself 
whether or not he wished to have his funds (dues or subscription charges 
pooled with others in a prepayment plan. This arrangement involved three 
parties: the member, the provider of service (doctor, hospital), and the pre- 
payment plan selected by the member. This setting lent itself readily to the 
Kaiser Foundation Health Plan’s principle of voluntary enrollment and the 
membership in the plan grew substantially during that period. 

With the advent of negotiated health and welfare funds late in the 1940’s, 
and their rapid growth in the early 1950's, a fourth party was added to the 
prepaid medical care arrangement. This fourth party, the welfare fund, estab 
lished large pools of funds for the purchase of prepaid medical care. Under 
this fourth party arrangement the pooling was no longer a result of the volun- 
tary decision of each individual to contribute to the pool; rather, it was the 
result of group decision and labor-management agreements. 

The fourth party—the vehicle which creates the pooled funds—is most fre- 
quently a health and welfare fund. There are other types of fourth parties, 
including those created when participation in a pool is a condition of employment. 

With such a pooled fund it was natural for the notion to arise that one and 
the same plan should be purchased for all the beneficiaries of the fund, irrespec- 
tive of the desire of the individual beneficiaries. Obviously in communities 
where all the prepayment plans were the traditional solo practice, fee-for-each- 
service type of plan, the purchase by the fund of one and the same plan for 
all its members was to be expected. However, in the San Francisco Bay area 
a direct service, group practice prepayment plan was available in addition to 
the traditional type of plan. It was, therefore, understandable that arrange- 
ments should be developed to apply pooled funds for ghe purchase of prepaid 


‘Presented before the dental health, medical care, and public health nursing sections on 
Wednesday, Oct. 29, 1958, at the 86th annual meeting of the American Public Health 
Association, St. Louis, Mo. 


39992—59-——15 
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medical care in a manner to permit the individual beneficiaries a choice betweep 
the two types of prepayment plans. This is the meaning of the term “(dua) 
choice”—a program which provides beneficiaries of health and welfare funds 
a choice between a group practice prepayment plan, such as the Kaiser Foun- 
dation Health Plan, and a fee-for-each-service type of plan, such as Blue Crogs, 
Blue Shield, or an insurance company. Through dual choice each beneficiary 
is permitted to select the kind of prepaid medical care arrangements he desires, 
In this way our plan has been able to maintain the principle of voluntary 
enrollment in fourth party arrangements. 


MACHINERY OF DUAL CHOICE 


An outline is given below of the mechanics of establishing dual choice pro- 
grams. There can be wide variations in the methods employed. However, in 
the interest of brevity, my description will be limited to the types of arrange- 
ments which have proven to be feasible and practical in our experience. 

A. The welfare fund trustees select the prepayment plans. 

B. An equal amount of money per employee per month is spent for each of the 
plans. 

C. Information describing the benefits of the two plans is made available to 
each of the beneficiaries. 

D. The beneficiaries are permitted and encouraged to make up their own minds 
as to which plan they desire, without the intervention of solicitors from either 
plan, and without steering from employer or union. 

E. Each beneficiary is required to make an affirmative choice of plans. 

F. The beneficiaries are given an opportunity annually to transfer from one 
plan to the other. 

G. The prepayment plans in a dual choice program must agree in advance that 
they will accept the beneficiaries who select their plan whether the number be 
large or small, without percentage restrictions or other qualifications. 


OCCUPATIONAL GROUPS WITH DUAL CHOICE PROGRAMS 


Dual choice programs have been instituted for groups representing a wide 
variety of industries and occupations. They include: Longshoremen, office 
workers, culinary workers, carpenters, warehousemen, teachers, printers, retail 
clerks, county and municipal employees. 

Today, the Kaiser Foundation Health Plan membership in the San Francisco 
Bay area region of northern California includes approximately 90,000 mem- 
bers who belong to our plan through groups with dual choice programs. This 
number is approximately 27 percent of our total membership. 


THE ALTERNATE PLAN 


In the 53 groups having dual choice programs in our area, the alternate plans 
are provided by commercial insurance companies, by Blue Cross, or by Blue 
Shield. (In California, Blue Cross and Blue Shields are competing organi- 
zations. ) 


PROPORTION OF ENROLLMENT IN EACH PLAN IN DUAL CHOICE PROGRAMS 


There are wide variations among different groups in the proportion of members 
choosing each plan. In groups that start out with a dual choice program without 
first having a single plan, our experience indicates approximately equal enroll- 
ment in the two plans. On the other hand, when dual choice is introduced to 
a group with an existing single prepaid plan, the incumbent plan has the 
decided advantage. 

We find that relatively few members shift from one plan to the other during 
the period provided annually for transfer. The direction of the shift is pre- 
dominantly to our plan. 
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UTILIZATION OF SERVICES IN DUAL CHOICE PROGRAMS 


Recently, we reviewed the health plan hospital utilization rates for the year 
1957 for dual choice groups with enrollment in the Kaiser Foundation Health 
Plan in excess of 500 persons. Among the 18 groups in this category,’ the range 
in utilization rates was wide—from 365 to 1,210 days of hospital care per 1,000 
members per year. 

As with our total health plan membership, hospital utilization in dual choice 
groups is directly related to age. Groups made up predominantly of young 
persons have low hospital utilization experience, and groups composed predomi- 
nantly of old persons have high hospital utilization experience, as indicated in 
table 1 below : 


TABLE I.—Frequency distribution of specified* dual choice groups by hospital 
utilization rates, with age composition indicator? given for each level of 
utilization 





Percent of 
Hospital days 3 per 1,000 per year Number of persons 
groups under the 
age of 45 











1 Groups specified in 1st paragraph of section on utilization of services in dual choice programs. — 

2 Percentage of persons in the age group under 45 years is used as an indicator of the age composition of the 
total group. 

3 Excludes days of hospital care for newborns. 


As a point of reference, for our total health plan membership the utilization 
rate in 1957 was 660 hospital days of care per 1,000 members and 71 percent 
of our total membership was under 45 years of age. 

The pattern of hospital utilization in these dual choice groups is associated 
with the age composition of workers and their families in the industries from 
which these groups derive. To use insurance language for a moment, the 
mechanism of dual choices does not appear to result in the favorable risks se- 
lecting one plan and the unfavorable risks selecting the other. Rather it ap- 
pears that the composition of the total group determines for both plans whether 
hospital utilization is going to be relatively low, intermediate, or high. 

This conclusion is based in part on data and in part on inference. The wide 
range in our hospital utilization experience among dual choice groups is some- 
what inconsistent with the hypothesis that in dual choice we tend to attract the 
“favorable risks” to the detriment of the alternate plan; also, it argues against 
the hypothesis that we tend to attract the “unfavorable risks” to our own detri- 
ment. From our knowledge and impression of age composition of workers in 
the industries having dual choice programs, the age composition of those who 
select our Plan is not unlike that of the total group. A case in point is a service 
industry group in our area. Table II gives data on the age composition of em- 
ployees in this group who selected the Kaiser Foundation Health Plan and com- 
parable data for those who selected the alternate plan. 


1 Excluded from this review of dual choice groups with memberships in excess of 500 
persons were: (a), Groups which were not covered throughout 1957. b) Groups of em- 
ployees in the Kaiser industries. (c) Groups of employees of Kaiser Foundation health 
plan, Kaiser Foundation hospitals, and the Permanente medical group. (d) Groups cov- 
ering subscribers only or dependents only. (e) One large group with a significant portion 
of members (casuals) for whom birth dates were not available. 
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TABLE II.—Percentage distribution by age and average age of employees in aq 
dual-choice program, October 1955 


(Data for a large service industry in San Francisco. Separate segments of the industry have thei 
welfare fund, and are designated below as subgroups. Note.—Dependents, figures in pareatheses. = 


not included in this table.) 
Total Subgroup A Subgroup B Subgroup C Subgroup D 
All groups 
Kaiser | Alter- | Kaiser | Alter- | Kaiser Kaiser | Alter- | Kaiser | Alter- 
nate nate nate nate 
(10, 488)| (6, 801)| (7,828)| (3, 758)| (1,405) (390)| (282) 


100 100 


23 
31 
25 
26 


52 


Direct comparisons of utilization experience under the alternate plan and 
under our plan are not available. Dual choice programs, by definition, include 
two prepaid plans each having a totally different approach to the method of 
providing medical care. The fee-for-each-service plan is concerned with the 
frequency of claims for the various categories of benefits, and the total dollar 
expenditure as it relates to income. The group practice prepayment plan, on 
the other hand, is concerned with developing and maintaining adequate staff 
and facilities to meet the medical care requirements of its membership. Estab- 
lishing price tags for each service and keeping a dollar score for each group 
would be meaningless and wasteful in the framework of the Kaiser Foundation 
Health Plan. Comparisons of utilization under dual-choice programs will, 
therefore, not become available unless special studies are undertaken which 
would either (1) attempt to price out our individual services in the effort to 
get the dollar paid-in, dollar paid-out type of information used by insured plans, 
or (2) attempt, for the insured plan, to obtain utilization statistics for com- 
parison with our data. 

Although direct comparisons of experience are not available, we have clues 
as to utilization in the alternate plan. These clues emerge from the prevail- 
ing pattern of ratemaking, which is experience rating in all of the plans in 
our area except the Kaiser Foundation Health Plan. From these clues, the 
same conclusion is drawn, i.e., in general, the age composition of the total 
group determines for both plans whether the experience, in terms of utilization, 
is relatively low, intermediate, or high. 

A word of caution, however, should be mentioned here. Special circumstances 
in a group may produce substantially different types of enrollment in the two 
plans. For example, one of our large groups had a single fee-for-each-service 
plan for approximately 10 years before dual choice was introduced. In this 
group the funds were to be used for medical care for the employee only. Each 
employee could voluntarily include his dependents by making the necessary 
monthly contribution. The benefits for dependents were very limited and the 
monthly contributions were very high. As a result, very few employees—par- 
ticularly among the younger ones with large families—covered their dependents. 
When the Kaiser Foundation Health Plan was made available on a dual choice 
basis, many of these younger employees with large families joined our plan 
in order to cover their dependents. Thus, special circumstances within a 
group, on occasion can produce effects which would favor one plan or the 
other from a risk standpoint. 

SUM MARY 


Because of the limitation of time, this has been a brief and, to some extent, 
oversimplified description of the manner in which a group practice direct serv- 
ice prepayment plan in the San Francisco Bay area, in cooperation with mem- 
bership groups in the community, met the challenge of changing conditions in 
the prepayment field. With the emergence of health and welfare funds, a 
dynamic and potent fourth party was added in the arrangements for prepaid 
medical and hospital services. The development of dual-choice programs per- 
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mitted the Kaiser Foundation Health Plan to continue its growth in this new 
setting without departing from its policy of voluntary enrollment. 


Mr. Weissman. Their choice has been our plan which (a) arranges, 
on a direct service basis, for extensive day-to-day medical care services 
as well as services for catastrophic illness; (6) looks upon the services 
in the doctors’ office as core services in prevention and early detection 
of disease, and in diagnosis and treatment; (c) considers the wide 
scope of our out-of-hospital medical care services to be of at least equal 
significance to the full range of our inhospital services; and (d) 
regards unlimited professional services both in and out of the hospital 
and comprehensive hospital care as basic health plan benefits to meet 
the broad spectrum of family health needs from health maintenance 
services on one end to services for catastrophic illness at the other end. 

Exhibit D provides a more detailed description of the reasons for 
our interest in and concern with the broad spectrum of services in a 
prepaid medica] care program. 


Exuisir D. DIFFERENT WAYS OF LOOKING AT PREPAID MEDICAL CARE 


There are now more than 100 million members enrolled in prepayment health 
plans in the United States. When you consider that only 25 years ago health 
plan membership numbered in the thousands, it is evident that the idea of 
prepaid medical care has spread with amazing rapidity. The prepayment plans 
have succeeded in permitting families to budget their medical care expenditures 
to a substantial degree and have undoubtedly saved untold numbers of families 
from becoming medically indigent and from becoming charity or relief cases. 
This is a fine record of achievement. Those of us who would like to see an 
even finer record for the future, view with concern certain characteristics of 
prepaid medical care. One of these characteristics is the subject of this article. 

Prior to 1930, payment for medical care services, when the patient could afford 
to pay, was a two-party arrangement—between the patient and the provider of 
medical and related services. We now have the prepayment plan as a key third 
party in the arrangements of payment for medical care service. 

The way in which the great majority of prepayment plans pay for medical care 
(that is, on a fee-for-each-service basis) has molded these plans into a definite 
pattern which requires that medical care be classified into specified categories. 
Thus, we have hospital benefits, surgical benefits, inhospital medical benefits, 
etc. There are separate benefit schedules for each of these compartments of 
medical care, separate fee or reimbursement schedules, and separate sections 
in insurance company “rate” manuals. Group purchasers of health insurance 
can buy an assortment of coverages, made up of benefits in one or more of these 
compartments. Individual purchasers of health insurance usually have a more 
limited selection; the health insurance plans which sell individual policies, 
prepackage an assortment of benefits from these several compartments into an 
“individual enrollment” plan. 

This piecemeal approach to medical care has had important direct effects and 
side effects on the costs of medical care, on the attitudes of consumers and pro- 
viders of medical services, and on the development of prepayment plans. 

This piecemealing that is done in most health insurance plans assumes that. 
disease processes can be partitioned off into convenient compartments and that 
medical care can be chopped up to fit into these compartments. A basic flaw in 
this approach was evident early in the development of hospital insurance plans. 
When coverage was provided for hospital care only there was a strong tendency 
on the part of the patients and physicians to use hospiatlization for services 
which could be provided on an outpatient basis. When only one benefit com- 
partment (hospital care) was available, the physician and patient extended the 
partitions so that the costs of hospital care insurance reflected not only the costs 
of necessary hosiptal care but also the costs of services to patients who were 
hospitalized even though they could have been cared for as well, if not better, 
on an outpatient basis. 

Subseqnently, surgical benefits were added to hospital benefits. When this 
was done another flaw appeared. The addition of surgical benefits not only 
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added a new compartment, but again the partitions of the hospital care compart- 
ment had to be extended. With surgical care added, the volume of hospital 
care significantly increased. The cost of hospital and surgical benefits was not 
exclusively a matter of pricing out the added costs of surgical benefits. It in- 
volved added hospital costs as well. Surgical coverage introduced other problems 
into the fee-for-each-service type of health insurance. The physicians in the 
nonsurgical specialties and the general practitioners were not favorably im- 
pressed with the surgeon’s monopoly of insurance reimbursement for physicians’ 
services. 

Pressures from within the medical profession and from consumer groups 
desiring more comprehensive coverage led to the addition of another compart- 
ment in prepaid medical care—in-hospital benefits for nonsurgical illness. With 
the new benefits, the general practitioner, the internist, and the pediatrician 
could get a taste of health insurance reimbursement, in the form of a $3 or $4 
fee for a visit to a hospitalized patient. These tidbits for the nonsurgeons 
did not resolve the problems within the medical profession. As a matter of 
fact, the disparity between the reimbursement to surgeons and to nonsurgeons 
grew wider as consumers purchased larger and larger surgical benefits. The 
maximum surgical fee schedules were increased from $150 to $200, to $250 
to $300, and now $350 and $400. At the same time only modest increases 
were made in the in-hospital medical benefits in nonsurgical cases. This new 
compartment of prepaid medical care—in-hospital medical benefits—as the earlier 
compartment of surgical benefits also proved to be associated with greater use 
of hospitalization. Again, the addition of a compartment in prepaid plans 
changed the partitions of the existing compartments. 

The trend continued. Further pressures from within the medical profession 
along with pressures for more comprehensive prepaid medical care by con- 
sumer groups resulted in the addition of compartments for outpatient services, 
such as reimbursement for diagnostic X-ray and laboratory procedures for non- 
hospitalized patients and for doctor office visits and home calls. In part, the 
addition of these new compartments was encouraged by some insurance plan 
directors and administrators who believed that the availability of prepaid 
services out-of-the-hospital would reduce unnecessary use of hospital care. As 
with the compartments added earlier, these new ones brought along some 
special problems. Administrative costs were increased since in the fee-for-each- 
service type of health insurance, substantial increases in the volumes of claims 
result in higher administrative costs. A particularly disturbing observation 
was the one that it costs as much to process a $3 office visit claim as it does 
to process a $300 surgical claim. Within the insurance industry, these new 
benefits were viewed with alarm and some dismay. Spokesmen for the insurance 
industry insisted that it was not the function of insurance to attempt to protect 
against the everyday, “small”, budgetable items of medical care expense; that 
the costs of claims processing made this a grossly inefficient approach to medical 
eare insurance; and that satisfactory controls against misuse and abuse of these 
benefits were not possible. In short, fee-for-each-service type of health insurance 
was neither designed nor equipped to handle certain of the compartments of 
prepaid medical care which it created—without increases in costs. 

Confronted with these problems arising from the attempts to divide prepaid 
medical care into a series of compartments, the health insurance industry 
experimented with a new approach which is now hailed as the answer to the 
problems of fee-for-each-service type of prepaid medical care—i.e. major medical 
expense coverage. Originally, this new coverage was introduced as a supple- 
ment to basic hospital-surgical-medical benefit coverage to afford added pro- 
tection against the high costs of major or serious illness. As supplemental 
coverage, it was designed, in part, to help fill the gaps between existing benefit 
compartments and to extend the partitions of these compartments in the case 
of catastrophic illness. 

This was a natural development in fee-for-each-service type of health in- 
surance. In the attempt to overcome the deficiencies of the existing pattern 
of compartments, a new compartment (major medical expense benefits) was 
added. One of the basic objectives of this new coverage is to extend the 
principles of co-insurance as a device to control the alleged abuse and misuse 
of prepaid health services. In major medical expense coverage, the insured 
has to have made certain out-of-pocket expenditures (such as one hundred 
dollars, or two hundred dollars, etc.) for medical care services in an illness 
before benefits begin. After this “deductible” expense is paid by the insured, 
the insurance company pays a varying percentage of the costs (e.g., 75 percent 
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or 80 percent) up to a designated maximum of $5,000 or $10,000. The payments 
which must be made by the insured before the insurance benefits begin, and 
the payments by the insured of the percentage not reimbursed by the insurance 
company constitute the co-insurance”’. In other words, the insured and the 
insurance company are co-insuring the risk of catastrophic illness, with the 
insurance company assuming a limited liability. 

It is too early to assess properly the role of major medical expense coverage 
in fee-for-each-service type of health insurance. So far, organized consumers 
of medical care services such as the labor unions and health and welfare funds 
have not been impressed by the insurance industry claims regarding major 
medical insurance. These consumer groups appear to favor the broadening of 
pasic health insurance benefits, the inclusion of preventive health services, and 
the elimination rather than the extension of the principle of co-insurance. 

In sketching out the evolution of the fee-for-each-service type of prepaid 
medical care, we see that the dominant pattern is one of setting up compart- 
ments of benefits and then adding new compartments in the attempt to elimi- 
nate or resolve problems created by the earlier divisions of prepaid medical care. 

The underlying weakness in this pattern lies in the fact that when we deal 
with the medical care services used in health maintenance, disease prevention, 
and in treatment of disease we are not dealing with compartments. We are 
dealing with a scale—at one end of which we find health and at the other end 
death, with varying degrees of illness in between. In theory, at any point in 
time each of us can be placed somewhere along this scale. From day to day, 
our place on the scale may shift. Your own appraisal of where you are on this 
scale probably would shift several times a day. Also, there may be no relation- 
ship between the point where you would place yourself on the scale and where a 
doctor would place you on the same scale. If we now look at medical care in 
terms of this scale, we find that it cannot be fitted into compartments. Hospitali- 
zation may occur at almost any place along the scale—subjective elements, 
financial considerations, changes in medical practice, and other factors in addi- 
tion to illness determine hospitalization. The same is true for the other cate 
gories of medical care—surgical procedures, doctor office services, ete. Of 
equal and key importance is the fact that these compartments turn out to be 
interrelated so that what happens in one may directly affect one or more of the 
other compartments. 

Attempts to divide this scale into nice compartments, attempts to piece out 
parts of the scale for prepayment or health insurance purposes, result in series 
problems for the consumers and for the providers of medical care services. 

These attempts ignore the nature of disease processes and ignore the ways in 
which human beings behave toward their health and disease. We can try to 
divide health and disease into nice compartments of [hospital] [surgical] and 
{medical care]; into compartments of [in-hospital] and [out-of-hospital] care; 
into compartments of [preventive services] [diagnostic services] and [treatment 
services] ; and into compartments of [major] and [minor] illnesses and [acute] 
and [chronic] disease. But what happens when we do this in the prepayment 
or health insurance field? 

The man with hospital and surgical coverage who develops diabetes does not 
understand why his coworker who has had his hemorrhoids removed surgically 
should be in a preferred status in terms of health insurance benefits. 

The mother with a newborn baby does not understand why health services 
for her baby are not covered under her family’s health insurance plan, whereas 
services for her neighbor’s varicose veins are covered under the same plan. 

The internist or pediatrician who spends all night in the hospital with a 
critically ill patient does not appreciate the fee-schedule reimbursement of $4 
for this service, when the fee for calling on the same patient for 5 minutes a 
week later to reassure him is also $4. 

The medical profession and the life insurance companies have been urging 
and pleading with the public to obtain physical examinations and other pre- 
ventive services. These services, however, are not covered by most of the health 
insurance plans. Yet, coverage is provided for services involved in treating 
the diseases which might have been prevented. 

The core service—the basic service—in the entire field of medical care in 
most cases is the service provided in the doctor’s office. This is the service 
that has to do with health maintenance, disease prevention, and with early 
detection of illness and prompt treatment. It is the starting point for diagnosis 
and treatment. Yet this core service is either excluded or severely limited in 
most of the health insurance plans. 
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The artificial piecemealing of medical care has direct effects on the costs 
of this care, and how these costs are spread. For example, a plan which limits 
benefits to hospital care promotes the use of the hospital in certain cases for 
services which can be provided as well on an outpatient basis. Utilization of 
medical care services does not follow a precise scientific pattern associated with 
objectively determined medical need. When the attempt is made to provide 
health insurance coverage for pieces of the scale of health and disease, there js 
an understandable tendency to force the uncovered parts of the scale into the 
covered portion. This is one of the major problem areas for the actuary who 
strays from the calm, reasonably precise mortality table atmosphere of life 
insurance into the Alice-in-Wonderland atmosphere of hospital-surgical-and- 
medical coverage. 

Consideration of the scale of health and disease leads naturally to a different 
approach to prepaid medical care than that of the fee-for-each-service type of 
plan. This different approach starts with the idea that medical care is not divis- 
ible; that medical care is not a piecemeal affair; that medical care is not a 
group of compartments. This idea is a basic principle of the Kaiser Foundation 
Health Plan program, the idea that prepaid medical care services should be 
spread over as much of the scale of health and disease as possible. 

This is what we mean by comprehensive services. 

This is why our program provides health maintenance, preventive, diagnostic 
and treatment services. This is why we focus attention on preventive medical 
care services. 

This is why we provide a full range of services in the doctor’s office. 

This is why we provide house call services. 

This is why we do not differentiate surgical from nonsurgical cases; why we 
do not confine ourselves to providing surgical care for the patient who has 
operable cancer of the lung, but also furnish continued medical care in and out 
of the hospital, to the patient who has inoperable cancer of the lung. 

This is why we provide continuous professional care for chronic conditions— 
without time limits. 

This is why we provide extensive hospitalization coverage when most plans 
limited their coverage to 21 or 30 days. 

In short, our objective is not to chop medical care into pieces but rather to in- 
tegrate medical care over the scale of health so as to meet the family’s need for 
health services. 

One key to integrated medical care lies in the organization of medical and 
hospital services on a direct service basis. Through group practice, as in our 
program, the physicians bring together the practice 6f medicine which has been 
split off into an increasing number of specialities. 

Our laboratories, X-ray departments and other supporting services are used 
both for hospitalized patients and for patients receiving care in the doctor’s office. 
Costly duplication of these services is avoided, and fixed costs are spread over 
a larger volume of services. 

Services which can be provided as well in the doctor’s office on an outpatient 
basis are so provided, thus eliminating unnecessary hospitalization. 

These are some of the advantages of organization of services, both in terms of 
meeting the family’s health needs and in terms of more efficiently spreading the 
costs of medical care. 

When medical and hospital services are organized and integrated to provide 
eare over as much of the scale of health and disease as is practicable, the result 
is the elimination of artificial medical care costs created by piecemealing medical 
eare. 

The Kaiser Foundation Health Plan program does not cover the full scale of 
medical care needs for its 314,000 members in the San Francisco Bay area. 
There are services which we have not, as yet, been able to work into the prepay- 
ment plan. These include psychiatric care, rehabilitation services, and care in 
nursing home facilities. It is reasonable to assume that eventually these services 
will be worked into the prepayment structure. When they are, we will not only 
be providing new services, but will be improving our existing program because 
here again these new services are interrelated with basic hospital and medical 
care services. 

When we attempt to cover a wide range of the medical care scale on a direct 
service basis we find that we cannot ignore gaps in medical services which create 
problems to the members and to the physicians. Thus, we found that our teenage 
members were too old for pediatric care and too young for adult care. To meet 
this need we established teenage departments at several of our facilities. Doctors 
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in these departments are interested in both the medical and psychological prob- 
Jems of this age group, and the attendant problems for the parents. Similarly, 
to meet the health needs of the members, extensive allergy department services 
were established. To encourage our members to make more effective use of 
preventive services, a multiphasic screening program was incorporated into our 
basic services. 

Thus, the daily experience of a direct service plan indicates the need for 
closing the gaps in medical care services in order to cover as much of the scale 
of health and disease as possible. 

Mr. WetssMAN. Our purpose in coming before your committee to- 
day is directly related to the 70,000 Federal employees and their de- 
pendents who voluntarily selected our plan, who chose our approach 
to meeting the medical care needs of employees and their families. 
We firmly believe that these Federal employees and others who in the 
future may join our plan should be assured of having this choice 
within the program contemplated in S. 94. To this end and in the 
interest of more effective administration of the program, the follow- 
ing amendments are suggested for your consideration. 

Mr. Chairman, rather than read the rest of the prepared state- 
ment and attendant exhibits, if the committee permits I would like to 
present these materials in brief outline now and request they be in- 
cluded in full in the record of these hearings. 

Senator Neusercer. The full statement of the Kaiser Foundation 
will appear in the hearings. 

Mr. Weissman, I would suggest that you summarize just as briefly 
as possible, in view of the fact that we do have more witnesses this 
morning. 

Mr. Weissman. About a page and a half, sir. If you will turn 
to the section entitled “Suggested amendments” which follows page C 
of the prepared statement, you will note a proposed definition of 
group practice prepayment plans. The next section, on page 2 of 
the amendments, is designed to assure each employee the opportunity 
for an informed choice of plan from among the approved plans avail- 
ble in his area. 

The third suggested amendment provides that employees who elect 
to be covered by a group practice prepayment plan may have the 
total Government contribution applied toward the cost of such a plan. 
The remaining proposed amendments are technical in nature, except 
for the last one, page 5 of the amendments, which suggests that vendors 
and providers of medical care be excluded from membership on the 
advisory council. , 

There are four exhibits, A through D appended to the prepared 
statement. Exhibit A outlines the five basic principles governing 
the Kaiser Foundation Health Plan. Your attention is directed par- 
ticularly to the principle of voluntary enrollment referred to earlier 
in the presentation. 

Exhibit B is a health plan brochure, describing benefits and sub- 
scription charges now in effect for Federal employee groups in the 
San Francisco Bay area region. 

Exhibit C is a paper on choice of plans, a paper presented by our 
organization at the 1958 annual meeting of the American Public 
Health Association. With reference to this exhibit, it is appropriate 
to point out that the American Medical Association commission on 
medical care plans, in a report published on January 17, 1959, com- 
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mented favorably, at page 44, on choice of plans and included among 
the recommendations the following: 


Those who receive medical care benefits, as a result of collective bargaining, 


should have the widest possible choice from among medical care plans for the 
provisions of such care. 


Exhibit D is an article giving the reasons for our interest in and 


concern with the broad spectrum of services in a prepaid medical 
care program. 

In conclusion, we are gratified that S. 94, as well as the U.S. Civil 
Service Commission’s proposal, provide that Federal employees who 
so desire, may join group practice prepayment plans. We appreciate 
the opportunity given to us this morning to present our views on S. 94. 


The suggested amendments offered by us are based on the experience 
of the Kaiser Foundation Health Plan. 


Again I wish to thank the committee for allowing us to be heard 
this morning. 


(The suggested amendments follow :) 


SUGGESTED AMENDMENTS TO FEDERAL EMPLOYEES’ HEALTH INSURANCE ACT OF 1959 
Submitted by Kaiser Foundation Health Plan, Inc. 


On behalf of Kaiser Foundation Health Plan, Inc., we offer the following 
comments on the Federal Employees’ Health Insurance Act of 1959, S. 94 intro- 
duced by Senator Olin D. Johnston and H.R. 208 introduced by Representative 
James H. Morrison. The first five comments concern the problems which we con- 
sider to be of greatest significance from the viewpoint of the Kaiser Foundation 
Health Plan, which is a group practice prepayment plan of the type provided 
for in section 5(d) of the act. The second group of comments refers to some 
less significant problems. 

(1) We believe that the status of group practice plans and the act will be 
clarified if a definition of group practice prepayment plans is added to section 
5(d). Plans included under section 5(d) should be clearly distinguished from 
plans included under section 5(a). We offer the following definition for your 
consideration : 

“Sec. 5(d). Group practice prepayment plans which provide or arrange for 
the provision of medical care services in whole or in substantial part on a pre- 
paid basis, with professional services rendered by physicians who: 

“a. Represent a minimum of three major specialties of medicine; 

“bh. Practice as a team in a common center or centers ; 

“e. Assume, formally and collectively, the responsibility for providing 
professional care for the persons covered by the prepaid funds; and 

“d. Receive their income in whole or in substantial part from the prepaid 
funds.” 

(2) In order to assure each employee an informed choice of plan from among 
all qualified plans available to him, we recommend that the following section be 
added to the act: 

“Sec. —. All carriers seeking approval of their plans shall file applications 
for approval within 30 days after the effective date of this act. Within 90 days 
after the effective date of this act, the Commission, after consultation with the 
Advisory Council, shall approve all plans for which applications have been 
received and which qualify for approval. Each employee shall receive from the 
Commission a list of all approved plans available to him. Such list shall con- 
tain sufficient descriptive information about each plan to permit the employee 
to make an effective choice.” 

(3) Section 6 provides for mandatory group major medical expenses insur- 
ance for all employees electing a basic plan under the act. Section 10(a) (1) 
provides that the full cost of major medical insurance benefits will be paid from 
the Government contributions before any Government contribution is made 
toward the cost of the basic plan. Group practice prepayment plans offer such 
extensive coverage that we believe many employees who elect such plans would 
prefer to apply the entire Government contribution toward the cost of their basic 
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plan and waive their right to major medical expenses insurance. The follow- 
ing provisions would permit such employees to express their choice: 

“Sro. 6(a). Except as provided in section 6(f), each employee * * *” 

Seo. 6(f). An employee who elects to enroll in a basic plan which qualifies 
under section 5(d) may elect to apply the entire Government contribution toward 
the cost of such a basic plan.” 

“Sec, 10. (a) (1) Two-thirds of the premium or subscription charges for the 
basic benefits coverage and the full cost of the extended or major medical insur- 
ance benefits unless the employee elects to apply the entire Government contribu- 
tion toward the cost of the basic benefits coverage under the provisions of section 
6(f), in which case the portion of the Government contribution which would 
have been used to pay the cost of the extended or major medical insurance benefits 
shall be applied toward the cost of the basic benefits coverage without regard to 
the two-thirds limitation, or’’. 

(4) In order to avoid an onerous administrative burden for all plans which 
will result if employees are permitted to transfer on the anniversary date of their 
enrollment, section 8 should be amended as follows: 

“Seo. 8. On each anniversary of the effective date of this Act, but not 
earlier, * * *” 

(5) Section 11 provides for the creation of a Health Benefits Fund and 
declares that payments shall be made from the fund to central agencies 
established by the participating carriers and approved by the Commission. We 
believe that the fund should pay the premiums or other periodic charges directly 
to carriers whose plans qualify under section 5(d), one of the reasons being 
that group practice prepayment plans are available in limited geographical areas. 
We offer the following amendment for your consideration: 

“Src. 11. There is hereby created a “Federal employees’ health benefits fund” 
hereinafter referred to as the “health benefits fund” from which all premiums or 
subscription charge payments shall be made to such central agencies as may be 
established by the participating carriers, and approved by the Commission, 
after consultation with the Advisory Council, to facilitate the administration 
of this Act. However, premiums and other periodic charges due carriers of plans 
qualifying under section 5(d) shall be paid directly to such carriers from the 
health benefits fund. * * *” 

The following comments are on matters which are less significant but which 
we believe would improve the act: 

A. We believe that the title of this act should be the “Federal Employees’ 
Health Benefits Act of 1959,” rather than the “Federal Employees’ Insurance Act 
of 1959,’ since many of the carriers which will participate under the act are 
not insurance companies and do not provide health insurance. 

B. The definition of the term “carrier” in section 3(c) should be broadened to 
read as follows: 

“Sec. 3. (c) The term “carrier” means a voluntary association, corporation, 
or partnership, or other organization which is lawfully engaged in providing, 
or paying for or reimbursing the cost of, personal health service under insurance 
policies or contracts, medical and hospital service agreements, membership 
contracts, or the like, in consideration of premiums or other periodic charges 
payable to the carrier, including a health insurance plan duly sponsored or 
underwritten by a national association of Federal employees.” 

The addition of “medical and hospital service agreements” will more accu- 
rately describe the form of agreement offered by a number of carriers including 
Kaiser Foundation Health Plan providing plans under section 5(d). The addi- 
tion of the words, “or other periodic charges” will more accurately describe the 
payments received by those carriers who are not insurance companies. 

C. The definition of “dependent” in section 3(e) poses serious administrative 
problems. They include: The determination of what constitutes an educational 
institution ; the determination of when an unmarried child is enrolled and when 
an unmarried child has withdrawn from an educational institution; the deter- 
mination of when a child is dependent upon the employee for more than one- 
half of its support; the determination of when a mental or physical incapacity 
exists ; and the determination of the time when such incapacities cease to exist. 
Although the carriers can adjust their rates to meet these problems, and 
effective administration of this section will probably not be possible and it is 
doubtful if the benefits obtained by this broad definition will equal the overall 
costs which are likely to result. The following provision, in our opinion, would 


enable effective administration and contribute more to the overall objectives of 
the act: 
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“Seo. 3.(e) The term “dependent” means an employee’s spouse and his un- 
married children under the age of 19 years, including adopted children and 
stepchildren.” 

D. Section 10(a) (1) should be amended as follows: 

“Seo. 10.(a) (1) Two-thirds of the premium or subscription charges for the 
basic benefits coverage * * *.” 

E. Unnecessary administrative costs would be avoided for a number of plans 
if section 15 was amended as follows: 

“Src. 15. Each employee enrolled in accordance with this act shall receive 
either a contract, certificate or brochure, * * *.” 

F. We believe that section 17 should be amended so as to exclude all persons 
participating in the administration of hospital and medical care plans, carriers, 
and persons providing hospital and medical services and agents of such persons 
from membership on the Advisory Council, the purpose being to avoid an Ad- 
visory Council which includes experts having special interests which would not 
necessarily coincide with the purpose of the act to provide the best possible 
medical and hospital care to Federal employees. We believe persons represent- 
ing the general public should replace these special interest members on the 
Advisory Council. 

Senator Nevusercer. Senator Yarborough, do you have any 
questions ? 

Senator Yarsoroucu. No questions, Mr. Chairman. 

Senator Neupercer. I have just a few questions. 

When you speak of a free choice of plans, do you and your associates 
mean the employee can choose any plan he wishes? 

Mr. Weissman. Mr. Chairman, the idea of choice of plans usually 
means choice from among fundamentally different ways of providing 
medical care. From our experience, with a great number of choice 
cere, with reference to Federal employees, the choice may very 
well mean something like this: A choice from among, first, one na- 
tionwide insurance company type of indemnity plan, (2) a nationwide 
Blue Cross-Blue Shield plan, as indicated by Mr. Colman and Dr. 
Stubbs, (3) local employee association plans, wherever they exist, 
and (4) wherever available, local direct service group practical pre- 

ayment plans such as the Kaiser Foundation Health Plan, HIP in 
Now York, Group Health in Washington, D.C. 

Senator Neusercer. Let me get this straight. Under free choice, 
would there be then plans that would be excluded ? 

Mr. Weissman. By plans, you mean what type, Senator? 

Senator Nrusercer. Would there be any types of programs that 
would be excluded under free choice? 

Mr. Weissman. If we are speaking of types of plans, my answer 
and my associates may want to join me on this, my answer is “No.” 
If we are talking about different types of plans. If we are talking 
about the same type of a plan, the answer is that some plans would 
be excluded. 

Senator Neusercer. Are there any choice of plan arrangements 
for civil service employees of State and local governments to your 
knowledge ? 

Mr. Weissman. In California there are choice programs, that is, 
the employees have choice of plan, San Francisco County and city 
employees, Contra Costa County employees, Alameda County em- 
ployees, the employees of the city of Berkeley, city of Richmond. At 
the State level in California now, the assembly, through a committee 
has recently published a report which I will leave with the committee, 
in which they recommend for State employees and undoubtedly legis- 
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Jation will be so induced providing for choice of plans. The particu- 
lar reference is to page 59 of this report. 

It may be of interest to the committee that at present the State of 
California employees, through payroll deduction, are permitted to 
have their oer ers Fg for deduction for their Kaiser Foundation 
Health Plan, a Blue Shield plan, California Physician Service and 
an insurance company plan, Eslifornia Western States Life. 

In New York State, as I believe a witness will appear later, the em- 
ployees of the State have free choice of plans by virtue of a program 
which was put into effect last year. 

Senator Neusercer. Mr. Weissman, when you speak of medical ex- 
penses being covered by the Kaiser Foundation Plan, I think the 
committee would be interested to know what expenses are not covered. 
For example, does the Kaiser plan take care of drugs which are re- 
quired for the patient’s treatment ? 

Mr. Weissman. Drugs for patients who are hospitalized are covered 
by the prepaid dues. Thee which are obtained in connection with 
outpatient services are purchased by the member at what is referred 
to within the plan as reasonable costs. They are less than general 
retail but they are not a complete cost. 

Senator Neupercer. What about dentistry? Is that covered or not ? 

Mr. Weissman. Dental care, sir, is not covered, and neither is psy- 
chiatric care in the hospital. We also do not provide for rehabilita- 
tion services except in post polio cases. 

Senator Neusere.r. When you say your plan covers catastrophic 
illnesses, precisely what do you mean by that ? 

Mr. Weissman. Within our plan, we have no exclusions for dis- 
eases such as heart disease, cancer, diabetes, and nephritis. We pro- 
vide unlimited professional services, we provide fairly extensive hos- 
pital care. 

For example, in the plan that Federal employees now have in north- 
ern California, on a self-paid basis, the subscribing member, the em- 
ployee, has 111 days of full hospital coverage, each year, for each ill- 
ness and injury. This is a benefit that is renewable. There is no 
charge, no fee schedule approach to surgical services, with one minor 
exception—we have a $15 charge for tonsillectomy or adenoidectomy. 
There is no other charge for surgical care, whether the surgery is ex- 
tensive, multiple stage, as in the case of certain heart conditions, these 
are all covered under the plan. 

Seenator Neusercer. Is there deductibility under your plan? 

Mr. Weissman. We do not use the deductible principle, Senator 
Neuberger, however, in the interest of clarification, I should mention 
that we do have certain charges. In the case of a doctor office visit 
we have a charge of $1. There is no deductible feature, but there is 
this charge. 

Senator Neusercer. For each visit? 

Mr. Weissman. That is right, sir. Also in the case of maternity 
care for the subscribing member there is a flat charge of $60. This is 
a flat amount which covers all services, in and out of the hospital, be- 
fore and after the baby is born, the care of the mother and the baby 
in the hospital. 

Senator Necpercer. This is then, to some degree, whether you call 
it deductibility or not, a form of deductibility ; is that not correct ? 
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Mr. Weissman. The reason I mentioned it is that some people might 
construe it as deductibility, sir. 

Senator Neusercer. Thank you very much, Mr. Weissman. 

Mr. Brawley, do you have some questions? 

Mr. Brawtey. No. I think Mr. Kerlin has some questions. 

Senator Neusercer. Mr. Kerlin? 

Mr. Kerurin. Mr. Weissman, one of the most interesting proposals 
to me was that which would permit employees to waive major medical 
and have the Government contribution apply to basic. 1 wonder if 
you could expand on how that would accomplish the objective of the 
bill to provide full coverage ? 

Mr. Weissman. If it is agreeable with the committee, I would like 
to have one of my associates approach that question. 

Senator Nevupercer. Yes, of course. 

Mr. WetssMAN. Mr. Yedidia on my left will answer that. 

Mr. Yeprp1a. In our plan, as was stated in Mr. Weissman’s presen- 
tation, we apply the prepaid dues, plus whatever charges we have over 
the counter such as the $1 office visit, toward the organization of medi- 
cal care services, staff and facilities. The only limitations we have in 
our plan, generally speaking, are those limitations which are related 
to insufficient funds to provide the full range of medical services. 

It would follow, then, that if we are to adhere to our principle that 
we can provide to our members, who desire our plan, more medical 
services at lower rates than if we applied the total contribution of 
the employee or the Government toward developing our services, we 
could provide more care than through a major medical which is essen- 
tially a vehicle of providing care also. And unless the major medical 
vehicle produces new dollars, by new magic, we do not believe we can 
apply this vehicle toward greater care to the members who join our 
plan. 

Does that answer your question ? 

ae en How will that pay the $5,000 or $10,000, catastrophic 
charge ? 

Mr. Yepipra. Mr. Kerlin, actually, if you start computing what one 
would spend on a patient who spends let’s say a hundred days in the 
hospital, in our plan, on the basis of the prepaid fees he pays us, you 
might exceed $5,000 or $10,000, in very many cases. 

In other words, even within your major medical concept you do have 
a limitation some place and that limitation is on total volume of 
dollars. We believe that within our program we can provide more 
care if the total contribution applied toward developing this care. 

Mr. Kerurn. Thank you. 

Senator Neupercer. Any other questions? 

Mr. Braw ey. I was interested in your remark that your employees 

are allowed to purchase drugs at reduced rates. Where do they pur- 
chase these drugs ? 
_ Mr. Wetssman. These drugs are purchased in pharmacies that are 
in the hospital locations, serving both in and outpatients and they are 
also in outlying clinics, that is, outlying outpatient departments have 
as one of the services, the pharmacy. 


Mr. Brawtey. Are there pharmacies controlled and owned by the 
Kaiser Foundation ? 
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Mr. Weissman. The pharmacies located in the hospitals are Kaiser 
Foundation hospital pharmacies.. The pharmacies located outside the 
hospital and in clinic locations are owned by a corporation which is 
a wholly owned subsidiary of the Kaiser Foundation Health Plan. 

Mr. Brawtey. Would you recommend that the Government set up 
such stores to allow Government employees to purchase drugs at re- 
duced rates ? 

Mr. WetssMAN. You have raised a very basic and very fundamental 
question with reference to the whole concept of purchased medical 
care services. I would like to state that from the standpoint of the 
Kaiser Foundation Health Plan, I think we would be well advised to 
pass that question. 

Senator Neupercer. Mr. Weissman, and Mr. Yedidia, and Mr. Rein- 
hart, thank you so much for being here today. 

We appreciate your bringing us this information. 

Senator Neupercer. The next witness is E. A. Shelley, Director 
of Personnel, Tennessee Valley Authority. 


STATEMENT OF E. A. SHELLEY, DIRECTOR OF PERSONNEL, TEN- 
NESSEE VALLEY AUTHORITY; ACCOMPANIED BY RUDOLF F. 
BERTRAM, CHIEF, LABOR RELATIONS BRANCH, AND LLOYD L. 
HUNTINGTON, PERSONNEL STAFF OFFICER 


Mr. Suetiey. I am Edwin A. Shelley, Director of Personnel, TVA, 
and I have with me, on my right, Mr. Lloyd Huntington, personnel 
staff officer of TVA, who is secretary of our Joint Policy Health 
Insurance Committee, and, on my left, Mr. R. F. Bertram, Chief 


of the Labor Relations Branch, who is management cochairman of 
our Joint Trades and Labor Insurance Committee. 

Mr. Braytey. May I interrupt, Mr. Chairman, to clarify this situ- 
ation. The committee invited the officials of TVA to come before it 
and explain the program that they have had in operation for 3 years. 

Mr. Suetiey. We appreciate the opportunity of relating to this 
committee some of our experience in our health insurance plan. TVA’s 
involvement in health insurance for its employees dates back to 1946, 
13 years ago, when a joint committee of employee and management 
representatives was established to explore the desirability and feasi- 
bility of a broader health program for TVA employees. Protection 
against unanticipated hospital and medical care costs was recognized 
as one of the most urgent needs of employees. 

A number of health insurance plans were considered. The Blue 
Cross plan (and the Blue Shield plan where established) seemed to 
offer the most desirable type of coverage available at the lowest cost. 
Voluntary enrollment under the Blue Cross group plan was therefore 
encouraged. 

Membership was limited to groups of employees in established 
administrative units who could arrange among themselves for the 
collection of membership premiums. Even so, by the end of 1948 
some 36 percent of the employees had enrolled. It was difficult for 
employees in small work units and more isolated work locations to 
arrange for Seabee gore This difficulty would be removed, the 
committee concluded, if payroll deductions could be authorized and 
all TVA employees considered as one group. 
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Tn reaching this conclusion, the committee was aware that payroll 
deductions for this purpose had not been authorized generally in the 
Federal service. / {though Blue Cross was by then well established 
in units of Federal departments and agencies located throughout the 
country, the collection of membership premiums was handled in each 
enrolled group by a designated member of that group. The cost of 
collecting the premiums did not appear, therefore, as a direct admin- 
istrative expense to TVA, even though collections were usually 
handled during work hours. 

Our committee believed also that, when the hidden costs of a vol- 
untary collection system were considered, payroll deductions would 
not increase, but rather decrease, the administrative cost of this serv- 
ice. It therefore recommended that payroll deductions be approved. 

In February 1949, the TVA Board of Directors authorized the estab- 
lishment of payroll deductions on a voluntary basis for the collection 
of Blue Cross and Blue Shield premiums. This payroll deduction 
plan became effective on May 1, 1949, 10 years ago. 

During the next few years enrollments in the Blue Cross plans in- 
creased throughout TVA. By 1955 about 75 percent of our employees 
had enrolled under the various State Blue Cross plans. 

As this committee may know, TVA has long followed the policy of 
negotiating matters affecting the compensation of its employees and 
related fringe benefits with its employees organizations on the basis of 
practices found to be prevailing in private industry and public agencies 
in the area. This policy is authorized under section 3 of the TVA 
Act which gives the TVA Board broad powers to fix the compensation 
of TVA employees and to provide a system of organization to fix re- 
sponsibility and promote efficiency. 

In all negotiations with TVA the salary policy (or white collar) 
employees are represented by the Salary Policy Employee Panel, 
which is composed of the five white-collar employee unions. Simi- 
larly, the Tennessee Valley Trades and Labor Council, which is com- 
posed of 15 craft unions negotiates for all trades and labor employees. 

ince 1955 separate medical insurance plans have been negotiated 
with these organizations for the two groups of employees. I shall 
first trace the development of the plan negotiated with the Salary 
Policy Employee Panel for our annual salary policy employees, and 
then discuss the plan negotiated with the Tennessee Valley Trades and 
Labor Council for our annual trades and labor employees. 

During our salary negotiations of 1954, the Salary Policy Employee 
Panel requested that TVA pay part of the costs of the Blue Cross- 
Blue Shield plan. Action on this request was deferred by mutual 
consent until a more extended study of the request could be made and 
data collected from private industries in the TVA area as to the extent 
of employer contributions to medical care insurance programs. The 
data on health insurance plans, which were collected in a salary survey 
early in 1955, showed that there was substantial precedent in private 
industry for the joint sharing of the costs of medical insurance pro- 
grams. 

During the salary negotiations of 1955, therefore, it was agreed to 
share the costs of hospital, surgical, and medical insurance generally 
comparable in benefits,and total cost to the Blue Cross and Blue Shield 
plans then in effect with TVA paying 50 percent of the premium cost 
and the employees paying the remaining 50 percent. A joint com- 
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mittee was appointed to make a comprehensive study of the kinds of 
medical care plans that would be best suited to the insurance needs of 
salary policy employees and the methods of establishing and adminis- 
tering such a plan. 

The committee concluded that the most effective means of obtaining 
the information needed for this study was to prepare specifications de- 
tailing the type of benefits desired and to invite bids from insurance 
companies on these specifications. It sought the advice of qualified 
consultants in the field of health insurance for this task. 

Assistance was obtained from Mrs. Agnes W. Brewster, of the 
Social Security Administration, and Mr. George B. Buck, actuary of 
the TVA retirement system. 

Specifications were prepared for four hospital-surgical-medical 
plans: (1) A service-type plan, as normally written by Blue Cross, 
which provides certain defined services regardless of cost; and (2) 
three alternative indemnity-type plans as normally written by insur- 
ance companies, which provide reimbursement within defined dollar 
limits for each kind of benefit provided. Each of these specifications 
was designed to give uniform benefits for all employees regardless 
of geographic location. 

Recognizing the need for additional protection against the excessive 
costs of major illnesses, quotations were also requested on a major 
medical plan which would be available to employees on a voluntary 
basis. It was understood, however, that the entire premium for this 
major medical coverage would be borne by the employees. 

The invitations to bid were sent out to 34 insurance firms and Blue 
Cross. The list included most of the large insurance companies in 
the country that offered group hospital and surgical policies. Four- 
teen companies submitted bids, eight of which contained proposals 
on the service-type specifications. The committee decided that the 
indemnity-type plans were not sufficiently attractive to warrant under- 
taking the difficult adjustments that would be involved in changing 
from the service type to this form of insurance coverage. Primary 
consideration was given, therefore, to the comparative merits of the 
bids received on the service-type hospital and surgical plans. Evalu- 
ation of the bids narrowed the field of consideration to four companies, 
one of which was Blue Cross. Representatives of these firms were 
interviewed by the committee to clarify provisions of their particular 
quotations and to discuss possible variations in benefits to keep the 
costs within the negotiated limits. 

As a result of these discussions and further analyses, the committee 
unanimously concurred in the following recommendations: 

(1) The basic coverage for hospital, surgical, and medical care as 
then provided under the Blue Cross-Blue Shield of Tennessee, Ala- 
bama, and Kentucky should be continued, with TVA and the enrolled 
annual salary policy employees sharing the costs of the monthly pre- 
miums on a 50-50 basis for either individual or family coverage. 

(2) A major medical plan, which would be underwritten by Blue 
Cross, should be made available; the entire cost to be borne by the 
employees. 

(3) All employees retiring after age 60 or for disability should be 
eligible for continued coverage under both the basic and major medical 

399925916 
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plans at the same group rates as for active employees; the retiring 
employees to pay the entire costs. 

The major medical plan recommended was designed to protect the 
employee and his dependents against the excessive costs of major ill- 
nesses. It would be available only as a supplement to the basic cover- 
age provided in the Blue Cross-Blue Shield plans. It would provide 
coverage for any one illness up to a maximum of $10,000. A deducti- 
ble amount of $200 over and above the benefits paid by the basic plan 
would be paid by the employee. Eighty percent of all additional costs 
up to $10,000 (but not more than $5,000 in any 1 year) would be paid 
by Blue Cross and the remaining 20 percent by the employee. No 
diseases were excluded from the illnesses covered. 

The committee’s recommendation for the continued coverage of re- 
tired employees under both the basic and major medical plans rec- 
ognized the urgent need of retired employees for the same protection 
against medical care costs as they had while active employees. Al- 
though reliable statistics on the possible cost of these extended bene- 
fits were not available, both the committee and Blue Cross believed that 
the anticipated higher costs of medical care for our retired employees 
could be absorbed within the established premium rates. 

The three recommendations were approved by the Salary Policy 
Employee Panel and adopted by the TVA Board of Directors on 
December 5, 1955. The new insurance program went into effect as 
planned on January 1, 1956. 

At the present time, 5,563 out of a total of 5,954 salary policy em- 
ployees (93.5 percent) are enrolled in this plan. In addition, 137 
retired employees are enrolled. Ninety-one percent of the enrolled 
employees have both basic and major medical coverage while the re- 
maining nine percent are enrolled only under the basic plan. 

Since the health insurance plan for salary policy employees was 
first inaugurated in 1956, several changes in the benefits and costs 
of the basic Blue Cross-Blue Shield plans have been made. No 
changes in the rates for the major medical plan, however, have been 
necessary. These rates are $1.21 a month for individual coverage, 
and $2.94 a month for family coverage. Because the costs of the major 
medical plan have been less than anticipated, the benefit pattern of this 
plan has been substantially liberalized during the past 3 years. 

The $200 corridor between the basic and major medical plans which 
was in effect during the first 2 years has now been reduced to $100. 
For overlapping or continuous benefit periods, this corridor has been 
further reduced to $50 to provide assistance to families in greatest 
need. In addition, the hospital room allowance under the major 
medical plan has been increased from $15 to $20 a day. It is an- 
ticipated that the added costs of these new benefits will approximately 
equalize the income and outgo of the major medical plan in the next 
few years. 


MEDICAL INSURANCE PLAN FOR ANNUAL TRADES AND LABOR EMPLOYEES 


Up to 1956 our trades and labor employees, like our salary policy 
employees, had insured themselves under the available State Blue 
Cross-Blue Shield plans. From 1949 to 1956 their premiums were 
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collected through payroll deductions. During wage negotiations in 
1953, the Tennessee Valley Trades and Labor Council requested that 
TVA establish a TVA-wide health and welfare plan for all trades 
and labor employees. A joint committee studied this request but 
came to the conclusion that the request could not be supported on the 
basis of prevailing practice. After this joint finding, the council 
withdrew its request. 

In the fall of 1955 the council again requested that TVA setup and 
pay for a comprehensive health insurance plan for all employees rep- 
resented by the council. Again a joint committee studied the proposal 
and reviewed the supporting data collected in the 1955 wage survey. 
These data showed substantial precedent in prevailing practice for 
TVA’s contribution to the cost of medical insurance for annual trades 
and labor employees. Accordingly, it set out to develop a plan which 
would best meet the needs of these employees. 

The committee engaged the services of the firm of Marsh and Mc- 
Lennan to help prepare the plan and get it into operation. That 
firm has continued to serve as consultant to the committee. 

Although the representatives of the Trades and Labor Council 
were aware of the plan adopted for salary policy employees a few 
months earlier, they were more familiar with experience-rated plans 
and believed that the employees they represented would more readily 
understand this type of plan and consequently find it more acceptable. 
The committee accordingly prepared specifications for a compre- 
hensive experience-rated service-type plan. It invited bids on these 
specifications from 18 companies. Blue Cross was not included be- 
cause it had previously indicated to the committee that it would not 
te interested in bidding on the type of plan the committee had under 
consideration. Seven of the 18 companies submitted bids. After 
a careful analysis of these bids, the committee recommended that 
Provident Life and Accident Insurance Co. be selected as the insurer 
and administrator of the plan. The recommendation was approved 
by the TVA Board and the plan became effective on October 1, 1956. 

The initial premium per month under this plan was $3.48 for in- 
dividual coverage, and $10.45 for family coverage. These premiums 
had to be increased on January 1, 1958, by 20 percent on the basis 
of the first year’s experience under the plan. These rates—$4.18 
per month for individual coverage and $12.45 per month for family 
coverage—are still in effect. 

In exploring the proportion of the premium cost that TVA should - 
hear, the committee carefully examined the various health and wel- 
fare plans in effect in the vicinity. It found so many variations be- 
tween these plans that a comparison of the benefit patterns was of 
little help. It also found that most of the plans provided for such 
additional benefits as life insurance and compensation for wage 
losses. It was agreed, therefore, that TVA and the Council would 
negotiate a flat rate payment which TVA would make toward the 
premium cost. This payment would be based on the amount which 
private employers included in the TVA wage survey paid toward 
the cost of hospital and medical insurance coverage under their plans. 
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On this basis, TVA and employees presently contribute to the cost 
of the trades and labor plan as follows: 


Coverage for | Coverage for 
employee jemployee and 
only dependent 


Employee pays per month . 38 $7.14 
TVA pays per month . 80 5. 40 


The TVA contribution is subject to renegotiation once a year. The 
negotiations are based on prevailing data secured in the TVA wage 
survey. In our negotiations which resulted in the change in rates 
effective January 1, 1958, we made comparisons with 67 firms covered 
by 56 plans. Our records show that the total amounts. spent for 
medical insurance are increasing and that the contributions of em- 

loyers toward this insurance are on the upgrade. Our employees 
lata indicated, even in the year in which their premium had to be 
increased, that they preferred continuing the comprehensive coverage 
rather than reducing the benefits to cut the cost. Participation in the 
plan is open to all annual trades and labor employees. ‘This includes 
all full-time operation and maintenance employees. It excludes all 
hourly employees who are engaged on construction and related work 
and whose appointments are temporary or intermittent. At present 
about 4,710 employees are eligible. Of these, 4,516 or about 96 per- 
cent, participate; 4,314 have family coverage; and 202 have individ- 
ual coverage. 

The plan provides for the payment of four types of expenses: Class 
I expenses are charges made by a legally constituted hospital. Of 
these expenses the plan pays the first $500. Of expenses in excess of 
$500, employees pay 20 percent and the plan pays 80 percent. 

Class II expenses are charges made by physicians or surgeons for 
surgical operations. The plan pays 80 percent of these expenses. 

Class IIT expenses are other covered medical expenses. Of these 
expenses the insured pays the first $50. Of expenses in excess of $50, 
the plan pays 80 percent. 

Not included in the above three classes of expenses are maternity 
benefits. Maternity benefits are provided for in lump sum as fol- 
lows: Norma] delivery, $150; caesarean section, $200; miscarriage, 
$75. These benefits are subject to a lifetime maximum benefit of 
$10,000 for each insured employee and dependent. This maximum, 
however, can be reinstated upon recovery and presentation of evidence 
of insurability. 

We have included in the plan a provision which permits employees 
of age 60 or over to continue a more limited coverage after retirement 
for the same premium they paid as employees. TVA makes no con- 
tribution to the retired emnblogiets premium. It is collected and re- 
mitted by the TVA retirement system. 

During the second year’s operation of this plan, October 1957 
through September 1958, the members received in benefits 85.7 per- 
cent of the $600,727 paid in premiums to the insurance company. 
Eight and seven-tenths percent of the premiums was retained by the 
insurance company for administering the plan and the remaining 5.6 
percent was added to reserves required under the plan. 





HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 239 


GENERAL CONCLUSIONS 


We have worked out satisfactory arrangements with the carriers of 
the two plans to cover any employee who 1s transferred from a trades 
and labor position to a salary policy position or vice versa. There- 
fore there 1s no loss of coverage through waiting periods or exclusion 
of preexisting conditions for employees who are transferred and must 
change insurance plans. , 

With some 3 years of experience under these two health insurance 
plans, we have found them very satisfactory. We have had very few 
complaints from employees and these have usually involved technical 
questions of coverage. The two committees that were instrumental in 
developing these plans continued to function as general adviso 
bodies to TVA and their respective employee organizations. Eac 
year they study the experience data under each plan and recommend 
such changes in benefits or costs as may be deemed advisable. In 
addition, they act as liaison agents between TVA and the insurers and 
review claims of employees whenever satisfactory settlement of dis- 
puted claims cannot be secured between the employee and the insurer. 

The committees have tried to keep employees fully informed about 
these plans and have diligently sought to discourage any abuses of the 
benefits provided. One evidence of employees’ interest in protectin 
their plans is shown in their continuing support of the blood ban 
program through which any blood needed by employees or their de- 
pendents is furnished without charge. Long before our comprehen- 
sive health insurance plans were adopted, TVA employees had taken 
an active interest in the support and promotion of blood banks. Ina 
few areas these banks were sponsored and administered by Red Cross 
but in the major TVA employment centers they were organized by 
TVA employees. Even though both insurance plans will pay for 
blood required by a patient, employees have wholeheartedly supported 
the program of replacing Hood used without charge. 

For instance, the TVA blood bank in Knoxville, in which over 600 
employees are enrolled, replaced 35 pints of blood needed by its mem- 
bers or their dependents (estimated at more than 2,000 individuals) 
during the past year. This is typical of the other blood banks 
sponsored by TVA employees. 

As a consequence of this continued interest in blood banks and the 
replacement of all blood used, our insurance plans have not been 
required to bear this expense. 

The evidence of the value of our insurance plans to employees con- 
tinues to multiply as time goes on. We are convinced that health 
or has been a most needed and helpful program to all em- 
ployees. 

I want to show you a chart which will show what the benefits of our 
major medical are, which I think will be of particular interest to the 
committee. (See p. 240.) 

This graphic chart shows generally what our white-collar employ- 
ees have in their plan. The bar at the bottom shows the service-type 
plan that Blue Cross coverage has in the three States, Tennessee, 
Alabama, and Kentucky, and Blue Cross will pay there the basic full 
costs for hospitalization and Blue Shield on the scheduled payments 
for surgical care. 
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Then there is a deductible corridor of $100, which the employee 
pays, when he has spent $100 from the beginning of an illness, then the 
major medical takes over and will pay 80 percent of all remaining 
costs, up to $10,000, with a limit of $5,000 in any 1 year or benefit 

riod. 

That is roughly the coverage for the white collar employees. The 
cost of that plan for the individual is $3.95, of which TVA pays $1.98 
and the employee pays $1.97; for the family contract it is $10.60, of 
which TVA and the employee each pay $5.30. The major medical 
plan of which the employee pays the total cost is $1.21 a month for 
individual coverage, and $2.94 a month for family coverage. 

Our other plan, for trades and labor employees, is a different type 
plan. There again, we share the cost because we found as a part of 
our package in negotiating rates that precedent existed in private 
companies that we surveyed for sharing the cost. This is not on a 
perowtnere basis, but we share the cost on the basis of the amount we 

nd that other employers are paying. We might show you the chart 
now on this type plan. (See p. 241.) 

This plan provides for three classes of coverage: Class I covers 
expenses in a legally constituted hospital, for which the plan pays the 
first $500 and the employee after that pays 20 percent of the cost and 


the plan pays 80 percent. Class II expenses are surgical expenses, 
of which the plan pays 80 percent and the employee pays 20 percent. 

The third, or “other covered medical expenses,” there is a deductible 
of $50, after which the pe pays 80 percent and the employee pays 


20 percent. The cost of that plan for individual coverage is $4.18, 
of which the employee pays $2.38, and for family-type coverage it is 
$12.54, of which the employee pays $7.14 and TVA pays $5.40. 

Senator Neupercrr. Mr. Kerlin, these charts are very beneficial. 
Can they appear in our hearingrecord? Isthat possible? 

Mr. Keri. It certainly is. 

Senator Neupercer. Thank you very much. 

Mr. Suetiery. I think the most significant thing about our plan is 
that, since we are in the Federal service, it is part of our pay package. 
It was negotiated with the employees. We have two insurance com- 
mittees which follow and administer the plan. The employees feel 
that through their representatives they can participate very effec- 
tively in getting the types of coverage they feel they want. They 
work out very satisfactory arrangements with the carriers to cover 
employees that are transferred from one job to another, so they need 
not sacrifice a waiting period or exclusion of preexisting conditions. 

The evidences of the value of our plan continue to multiply as time 
goes on, and we are convinced this health insurance has been a most 
needed and helpful program to all our employees. 

Thank you. 

Senator Nevusercer. Thank you very much, Mr. Shelley, and I 
want to thank your associates. 

Mr. Paschal, do you have any questions of Mr. Shelley ? 

Mr. Pascua. No, Senator. 

Senator Neupercer. Mr. Kerlin? 

Mr. Kertry. Mr. Shelley, are there carriers represented on your 
advisory committees ? 

Mr. Suetiry. Not on our joint committees. 
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Mr. Kerurn. Do you think they should be represented ? 

Mr. Suetiey. No, not the way our committees function. Our 
committees work very closely, both of them, with the carriers, but 
committee actions are more a family matter, you might say, and the 
committee itself is a joint committee between the employee representa- 
tives and TVA. 

Mr. Keruin. Did I understand you to say that your premiums 
were negotiated ¢ 

Mr. SHELLEY. Yes, sir. 

Mr. Ferrtin. Major medical being somewhat new—without ex- 
perience—have you found your premiums to be adequate or have 
they been excessive, or what has been your experience? 

Mr. Suetiey. Our experience has been very good on major medical 
for the salary policy employees. We recognized that Blue Cross 
and our consultants also had very little experience in this when we 
set the rate, but since we have been operating, we have found that 
the premium has been quite adequate and a very sizable reserve has 
been established, which may allow us to—well, we have already lib- 
eralized benefits by reducing the deductible corridor from $200 to 
$100, and increasing the room allowance from $15 to $20 a day, and 
we still are developing a sizable reserve which may allow us to provide 
further benefits or to reduce the premiums for major medical. 

Mr. Keruin. Your rates are S191 and $2.94, for single and for 


family coverage. If TVA, with a relatively small number of em- 
ployees, as compared to the Government, developed a large reserve, 
it would follow that the Government with similar rates would create 
a tremendous reserve. Would you think those rates might be too 


high on a Government-wide basis ? 

Mr. SHetiey. Yes; because we are a small group and we have been 
conservative in approaching the problem of reducing premiums or 
liberalizing benefits. And because we have had a rather short ex- 
perience—3 years is not very long for that small a group—a new 
major catastrophe or something of the sort could dig very deeply 
into that reserve, so we have approached it very cautiously. But 
in a much larger group, I should think a smaller rate might be safe. 

Mr. Kerurn. Thank you. 

Senator Neupercer. Any other questions? 

(No response.) 

Senator Nreusercer. I was interested in your statement that the 
cost of the plan is borne 50 percent. by TVA and 50 percent by the 
employee. Has that division proved to be satisfactory ? 

Mr. Suetiey. Yes, that is about the percentage of participation that 
we find prevailing in our area and that is what we base it on. That. 
is, of the basic coverage. 

Senator Neusercer. I understand. Now, with respect to deducti- 
bility, there is a certain amount of deductibility in certain aspects of 
your plan; is that correct ? 

Mr. Suetiey. Yes, sir. 

Senator Nrupercer. That pertains to major medical coverage; is 
that correct ? 

Mr. Suetiey. Yes. 

Senator Neusercer. I just want to narrow this down a little bit 
more, because deductibility is one of the controversial questions before 
the subcommittee. 
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Is there deductibility in the basic medical care, when an employee 
of TVA makes his or her first call at the doctor’s office? 

Mr. Suetiey. The basic medical care, under the Blue Cross plan 
for white-collar employees, covers, of course, only hospitalization and 
surgical benefits. It does not cover outpatient service, except as an 
employee would accummulate expenditures up to $100 and then en- 
tered a hospital and for major medical he could account for those 
accummulations prior to that time and begin drawing on the major 
medical. 

On the trades and labor plan, the comprehensive experience-type 
plan, there is no deductible feature on the class I expenditures for 
hospitalization. It pays the first $500. But in the class III services, 
the other covered expenses, there is a $50 deductible feature. And 
under the surgical benefits, why, all of that is 80-20 proportion. 

Senator Neusercer. I understand that. So in your program there 
is aconsiderable amount of deductibility. Is that correct? 

Mr. Suetuey. Yes, sir. 

Senator Neusercer. Any other questions ? 

(No response. ) 

Senator Neupercer. We certainly appreciate your coming here. I 
want to say this, that your testimony and your information have been 
particularly valuable to us because the Tennessee Valley Authority, of 
course, is an agency of the Federal Government. Here is a program 
which has been in effect for approximately 3 years and we need guide- 
posts. Many of the guideposts we have been furnished by examples in 
State and local government and private industry. But you are of 
special importance to us because the pattern which you have estab- 
lished is in an agency of the Federal Government, and of course that is 
our responsibility here in this subcommittee—to work out a program 
of medical and health protection for Federal employees. Therefore we 
consider your presentation today of special value and of special im- 
portance. 

I want to express as chairman of this subcommittee my very great 
gratitude to you and your associates, Mr. Shelley, for coming here 
from Knoxville and giving us this information. 

Our next witness is E. 8. Willis, consultant employee benefits, Gen- 
eral Electrie Co. 

Mr. Willis, we are happy to have you here. I think you are also 
of special significance, because if I am not mistaken, the General 
Electric program has been cited to us by the Civil Service Commission 
as having provided the model on which the Civil Service Commission 
emulates its own presentation to this committee. 


STATEMENT OF E. S. WILLIS, CONSULTANT, EMPLOYEE BENEFITS, 
GENERAL ELECTRIC C0. 


Mr. Wiis. That was my purpose in coming, Mr. Chairman. I 
knew this had been presented by the Civil Service Commission, and I 
knew some comments had been made on comprehensive insurance, so 
1 thought perhaps I could offer you some of the experience that we 
have gained over the past 314 years in this plan in the General Elec- 
tric Co. 
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We have had this comprehensive insurance, as I mentioned, for 
about 344 years. We installed it November 1, 1955. We had had a 
long experience with medical insurance prior to that time. We had 
had health insurance in the company back into the 1930’s and then in 
November—and then in 1950, after negotiation with our unions, we 
installed a companywide standard plan, hospital surgical plan. 

Prior to that time, in 1949, the first major medical plan in the 
United States had been installed, had been developed and installed in 
the General Electric Co., and it was developed by and for an executive 
group in the company, the so-called Elfuns which is not as pixillated 
as it sounds, it comes from the word “electric funds.” This major 
medical plan was in operation then from 1949 until 1955. In 1951, 
following the introduction of our basic company plan, three of the 
mutual benefit associations in the company introduced major medical 
plans, superimposed, after a corridor deductible, on top of the com- 

any basic plan. So that we had the experience not only of this plan 
or the executive group, but we had the experience of the plan in 
these three plants which covered approximately 40,000 employees; as 
a basis on which to develop our comprehensive insurance. We began 
this development in 1954, actually, and carried that over into early 
1955, and developed the type plan, and general principles that we now 
have. 

In the development of this plan, there were certain principles we 
felt were most important. We wanted a plan that would really help 
the people deal with their medical bills across the board and we 
wanted, secondly, a plan that was effective, that would meet the geo- 
graphical variations because our company operates in practically all 
the 48 States. We wanted a plan that would meet the variations in 
treatment, whether they were the differences due to illness or the 
differences due to individuals or the differences due to medical require- 
ments, which of course vary in every case. 

We felt the plan should not force an individual to have any partic- 
ular kind of treatment. He should have the kind of treatment that 
was necessary according to his medical advisers. And we wanted one 
that would meet the moderate costs as well as the catastrophic. We 
felt too that it was important that we focus attention on the cases 
where there were substantial costs involved and we didn’t want to 
just pay money out in the useless payment of small bills, which is 
Just swapping $5 bills with employees. 

We felt that using the money on the first dollars, prevents most 
plans from being as effective in the areas where money is most needed, 
then we had a feeling again we should solve the abuses we could see 
in health insurance, not by putting on more controls, but by relying 
on what we felt was the basic principle that people have an inherent 
and sound responsibility as individuals. 

And if this is augmented by the professional integrity and respon- 
sibility of the medical profession, together with the individual’s inter- 
est in keeping his bills to those that are needed, as well as the eco- 
nomic, we have a pretty sound plan. 

Finally, we felt we ought to put in a known factor of coinsurance. 
The standard hospital-surgical plan has a high factor of coinsur- 
ance, obviously, because of the outside areas of hospital and drugs and 
other expenses, which are not covered in the standard hospital-surgi- 
cal plan. 
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Based on the figures in our plan, this is at least 30 ews of the per- 
son’s total medical costs. We felt that this should be protected in 
case it became extravagant in cost and that the individual should 
know what this type of coinsurance was. 

So with this experience, and with these principles in mind, we de- 
veloped the General Electric comprehensive insurance plan which 
basically has a $25 deductible for hospital and surgical costs and it 
then pays the next $225 in full and 85 percent of the balance. It has 
a $50 deductible in what we call the B type area, the other expenses, 
physician, drugs, nurses, prosthetic ae and so forth, but any 
one individual in any one year has only one $50 deductible, regardless 
of the type of expense. 

These benefits are payable without any limits, except that the hos- 
pital room and board is limited to semiprivate room. In other words, 
it is a service-type plan. There are no surgical limits, no limits on 
the number of days of hospital care. There is a $7,500 maximum per 
year, per individual, $15,000 lifetime maximum, but that is subject 
to renewal in many cases. 

We also cover any type of disease, including the mental cases, 
whether they are disabled or not. In the case of those who are not 
totally disabled, in mental cases, the benefits are on a 50-percent reim- 
bursement basis. This plan was so new that when we developed it, 
as a pioneering approach and went to our unions with it, we spent 
some time discussing it with our principal unions and at that time we 
felt that in order to have it understood fully we should perhaps have 
two types of plans, so we developed a standard, what we call basic and 
extended plan—this is a standard basic hospital, with a major medical 
superimposed after a $100 corridor. 

These two plans were so developed that they cost the company the 
exact amount, as near as we could estimate, and they would cost the 
employees the same amount so that in matching the benefits and the 
features of the two, there was no element of cost that would enter 
into it. It would be simply on the pure value of the plan to the 
employee. 

We had considerable discussion with our unions, particularly our 
principal unions, on these types of plans, and it was finally decided 
that throughout the company we would offer, generally speaking, 
employees an individual choice of plans. They could choose one or 
the other of these two plans. We did recommend to employees that 
they take the comprehensive coverage, because we said we felt this 
was the best plan for them. And this was the one that was recom- 
mended to our top management, but again they also had the choice. 

And in most all locations the unions operated on a choice basis, on 
an individual basis, although the unions could, if they wished, elect 
for the bargaining unit one plan or the other. 

In our publicity during the campaign for enrollment—and this was 
totally a voluntary enrollment campaign—we pointed out the differ- 
ences between the two plans, although I don’t think anyone would 
accuse us of being completely impartial because we did feel the com- 
prehensive plan was the best. But we tried to be completely fair in the 
presentation. I think the choice in this case would be of quite a bit of 
interest to the committee. 
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In the initial enrollment, November 1, 1955, 96 percent of the em- 
ployees elected to take the comprehensive plan. About 40 percent of 
all the components were 100 percent, comprehensive, by choice of 
individuals. Again at the end of 1956 we opened the plan up and 
said that any of those in the basic and extended plan could come over 
into the comprehensive if they wished. A number of them did, and 
we opened it up again at the end of 1957, on the same basis and some 
more came over. 

So that at the present time, or the latest figures we have, 99.2 per- 
cent of our employees are covered under the comprehensive plan, and 
only eight-tenths of 1 percent have taken the basic and extended and 
have elected to stay in it. This eight-tenths of 1 percent is about 2,000 
employees, spread throughout our company of approximately 240,000 
eligibles, This indicated to us, we felt, that when people were faced 
with a choice of this kind, they exhibited their usual good inherent 
sound sense. 

In operating the plans, we have certain things that we think are im- 
portant, too, that you just can’t let the plan go off and run by itself. 
I think this is what is wrong with a good many plans, whether they 
are comprehensive or standard, that the companies will install them 
and let them run by themselves and this is why the experience, in a 
few of the comprehensive plans and in many basic plans, I think, is so 
bad. 

We have worked with the employees, at considerable length, when 
we introduced the plan, incidentally. We had quite a manual that 
we gave the supervisors to use in explaning these plans to employees. 
| will leave one if you wish although I don’t know whether you care to 
make it part of the record or not. 

Senator Neunercer. It will be included by reference. 

Mr. Witu1s. We met with the hospitals in practically all the lo- 
cations where we have any significant number of employees, with the 
administrators of the hospitals, the people responsible for administra- 
tion of the plan for the employees. We gave most of the employees 
cards which explained the general benefits they have and they can use 
these when they go into a hospital as a basic identification. 

In 60 of our communities we met with the medical societies and 
explained the plan and the philsophy behind it with the hospital that 
the doctors would realize what the principles were and how to operate 
it and the responsibility was with the doctors and with the employees 
to have a sound effective operation. 

In some cases we have met with the pharmacists—all too few cases 
I can say, I wish we could meet with more of them—and in some cases 
we have had special meetings with the doctors’ secretaries, who do a 
lot of the bookkeeping, of course, for the doctors. And in some areas 
we are still experimenting. For example, in California, where our 
medical costs are about 25 percent higher than the rest of the country, 
we are still working on a method of contacting the doctors, because we 
are a small group through the State of California. 

Just a month an article I had written appeared in the Los An- 
geles County Medical Journal as one of the first steps in this experi- 
ment. We have been helped, of course, by general articles. Dr. Hess, 
the past. president of the American Medical Association, had an arti- 
cle in the American Medical Journal describing comprehensive in 
general. 
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The explosive growth of comprehensive plans—I don’t know the 
final figures but I tabulated a partial figure of over 12,000 plans now 
in operation of a comprehensive nature and that has attracted atten- 
tion throughout the country. 

We have had very good relations with our unions and they have 
helped us in the administration of this. Our unions have spoken very 
favorably of it on a number of occasions and I think this has helped 
in a satisfactory operation. I have statistics which I would like to 
read to the committee in some cases here. I think the results will show 
several things: (1) the continuing good judgment and responsibility 
of the employees of our company, and (2) the good judgment and re- 
sponsibility of the providers of medical care. 

I think these are both inherent in our statistics. The work that 
we have done on it, I think, shows up, and finally, I think the basic 
design of the plan is such that these statistics show how effective it is. 

In the area of statistics, I might point out that the Consumer Price 
Index on medical care increased from 1958 over 1956, 8.9 percent. The 
average incurred claim, in our General Electric insurance plan, in 
those 2 years, increased only 8.3 percent behind the Consumer Price 
Index. 

We have made a further partial analysis and we believe if the dis- 
tribution of employees in 1958 had been the same as in 1956, and we 
had a change of distribution largely due to some unemployment during 
1958, if we had had the same distribution, we think the average cost 
would have gone up only about 6.5 percent, compared to the 8.9 percent 
of the Consumer Price Index. The average benefit per claimant is 
holding very well. In 1957 it was $176, and in 1958 it was $175. 

It is perhaps of interest to note in the benefit area the salaried em- 
ployee average benefit was $158, and hourly employee $191. The ex- 
penses are in the same ratio. 

In 1957, the average expense turned in was $239, and in 1958, $237. 
Again the salaried was $218 and the hourly $255. So that this is 
obviously not a rich man’s plan as some people have indicated. 

In the deductible area, I indicated we have a $25 deductible on 
the hospital and surgical. In trying to estimate the value of this 
deductible, you can approach it a number of ways. One of the ap- 
proaches I took was to multiply the number of claimants for the 
A. and B benefits or A and B both, where it was a $25, where that 
was definitely applicable and his represented about. $2,200,000. Now, 
of course, we don’t know the amount of dollars represented by the 
people who didn’t reach the $25, some didn’t turn in a claim. But of 
those who did, this $2,200,000 represents about 47 percent of the 
benefits of our plan, those being the physicians, other than surgeons, 
drugs, nurses, and so forth. So that it financed almost half of this 
extra coverage. 

Looking at it another way, this same $2,200,000 was about equal 
to all of the high claims over $2,000. So that it helps pay for the 
high claims. In other words, if you are using a moderate deductible, 
which anyone can afford and anyone can pay, and not wasting the 
money of the plan on these dribbles, it will help pay for the larger 
areas and will help insure the areas that are not insrred in a standard 
type plan. 
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I was interested in a statement recently published by the Com- 
monwealth Edison in which they said their 1 percent deductible had 
eliminated 28 percent of their claims, they had had a 28 percent re- 
duction in claims. This tallied with the data we had, when we 
analyzed our basic medical plan. We found that about 28 to 30 
percent of our basic plan was spent in claims of less than $25. 

Now we still do have small claims in our plan, because obviously 
the person who reaches the $25, some of them just get over the $25 
and will turn in a claim of varying size. This is perhaps interesting, 
the amounts over $25, still, which would then bring it up to the $50 
that is in the plan proposed by the administration, these $25 amounts 
in the case of employees represent by number 18.7 percent of the 
claims but only 1.1 percent of the dollars, indicating that you handle 
a lot of claims, without really handling, still, many dollars and it may 
indicate that in time our plan should possibly have a $50 deductible. 
Idon’tknow. This we have not studied. 

I mentioned earlier the distribution of expenses. Sixty-eight per- 
cent of the claims under our plan are for hospital and surgery. Forty- 
eight percent is in hospital, and 20 percent is in surgery. The other 
32 percent is broken down, 19 percent for physicians, nurses 2 per- 
cent, drugs 8 percent, and other, 3. This indicates one interesting 
thing, that the cost of physicians is approximately the same as the 
cost of surgeons. 

This outside area, in relation to hospital and surgical, is gradually 
assuming the larger proportions we thought it would, although very 
slowly. In 1956 it was 29 percent, now it is 32 percent. Daily room 
and board of course a comprehensive plan really has very little effect 
and had little effect on the increase in the daily room and board costs. 
This, in our plan, has gone up 13.3 percent in 2 years, 1956 to 1958, 
the Consumer Price Index, however, has gone up 14.2 percent, so 
we are almost a percent behind the index on that. 

The duration of hospital confinement, in our plan, you would expect 
it would be longer than the standard plan, because we eliminate the 
1-day stays, we take those out and the overall average is longer. Ours 
is7.9 daysat present. In 1956 it was7.5 days. 

We didn’t think our experience in 1956 was quite matured but at 
that time it compared with the expenditures under our basic and 
extended plan, which was the standard plan for major medical, of 6.2 
days. So that the effect of eliminating 1-day stays, where people are 
eliminated either because of deductible or because our plan will pay 
and they don’t have to go to the hospital to get these other expenses, 
they can do it at home or in the doctor’s office, raises the average to 7.9. 

According to some information I have, this compares quite well 
with Blue Cross and other plans. It is interesting that the actual 
figures on which 1-day stays show a reduction. 

In 1956, the male employees, the number of days, 1-day stays per 
thousand was 133; in 1958 it is 108. The same is true of the female 
employees. 

Frequency of hospital admissions in our plan is holding. It was 91 
per thousand insured employees in 1956, it is 93 in 1958. It was 90 
in 1957. So it is kind of moving around in the same area. 

One of the interesting things is the use of hospital accommodations 
and I take this in a very favorable light. As I mentioned, our plan 
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provides semiprivate care, no limits of any sort except that. Thirty- 
six percent of the hospital stays were for ward care; 49 percent semi- 
private, and 15 percent private. This is the same in 1958 as it was 
in 1957, roughly. Some of this may be due to the fact, of course, that 
some of the hospitals classify wards and semiprivate with the same 
terminology. 

In surgery, the frequency of surgical operations is holding the same. 
It was 79 in 1956; 78 in 1957; and 80 per thousand in 1958. So these 
are about the same figures. The 78 in 1957 compares with a figure of 
93 per thousand for employees in a recent study that has been pub- 
lished by the Society of Actuaries, as a result of an intercompany 
committee for insured plans and our spouse—we call them “spies” 
sometimes, being both male and female—in our company the fre- 
quency of surgery was 85 per thousand insured employees, employees 
insured for dependent coverage and in this intercompany survey it was 
94 so we are running behind their experience, less frequent surgery 
but no indication that anyone is losing out on any surgery. 

In the surgical charges—I think this is a significant measure of 
this type of plan—we have tried to measure it in several ways. I 
think perhaps the most significant measure is the average surgica! 
charge; in other words, the total charges divided by the number of 
cases, 

Between 1956 and 1957 there was no change in the surgical charge. 
From 1957 to 1958 there was an increase of 2.4 percent. So that in 
effect, in 2 years we had a 2.4 percent rise. 

The Consumer Price Index for a 2-year period showed a 3.8 percent 
rise, so we are running about two-thirds of the Consumer Price Index. 

I think those are the principal figures, Mr. Chairman, that I have. 
I simply would conclude with one brief statement, that again we feel - 
that the comprehensive plan in its 314 years of operation with General 
Electric Co. has proven to be a very satisfactory plan from the stand- 
point of employees, and from the standpoint of the company, and I 
am sure from the standpoint of the unions, obviously. 

We think it has made a real contribution to the problems of insuring 
health care in the country. We are still studying it. We hope we 
will see improvements, and if there is any help we can be to the com- 
mittee, that is my purpose. 

Senator Nevsercer. Mr. Willis, we certainly appreciate the very 
thorough and detailed information which you have brought us on the 
medical program for employees of General Electric Co. 

We have now worked our reporter for an hour and a half, and I 
think she is entitled to a little rest. Immediately after we take a brief 
recess we would like to ask you some questions. 

(Thereupon, a short recess was taken.) 

Senator Neusercer. Can we resume our hearings, please? 

We are very pleased to have the distinguished Senator from North 
Carolina, Senator Jordan, with us, and we will resume our question- 
ing of Mr. Willis, of General Electric, at this time. 

Mr. Willis, I would just like to particularize in just a little detail 
on your program. As T understand it, under certain aspects of it, 
the employee pays one-third and under other aspects, he pays two- 
thirds. Isthis correct? 
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Mr. Wiiu1s. The way we have it set up, Senator, we provide basi- 
cally a level of benefits plan but we have tried to arrange it so that in 
the employee coverage we will pay approximately two-thirds, and 
he pays about one-third. This varies slightly from year to year, of 
course. In the dependent area, where we feel quite strongly that the 
employee should be responsible for his own dependents, we pay, or 
try to pay at least the administrative costs, which is approximately 
10 percent. 

Overall, these two come out to about 50-50 in the cost of the plan. 

Senator Neusercer. In other words, when you amalgamate all costs 
of medical care together, the employee himself and his dependents, it 
is divided about equally between General Electric and the employee? 

Mr. Wiiu1s. Yes, sir. It is coming out about that way. I think 
actually it is a percent or two—47 percent company, 52 percent the 
employee. But this is changing as costs go up, because the employees’ 
costs are basically fixed. 

Senator Neupercer. I understand. Now there is deductibility in 
your program, in certain aspects of it. Is that correct? 

Mr. Wits. Yes, sir. 

Senator Neusercer. I don’t think I have any more questions, be- 
cause I thought your presentation was very thorough and very com- 
prehensive. 

Senator Jordan, you didn’t have the benefit of the original pres- 
entation by Mr. Willis and I don’t think we have the detailed docu- 
ment here. 

Mr. Wi1u1s. No, sir, I didn’t have time to write it up in advance. I 
am sorry. 

Senator Neusercer. You were very helpful. Senator Jordan may 
have a few questions as the committee staff goes ahead. 

Senator Jorpan. I don’t have any questions, but I will read the 
transcript when it is finished and bring myself up to date. I am sorry 
I didn’t hear all of your testimony. 

Senator Neusercer. We are grateful to you for being here, Senator 
Jordan. We want to thank you for coming. We are all spread so 
thin, we have to go from committee to committee. Perhaps the staff 
has some questions to ask Mr. Willis. 

Mr. Brawtey. I would like to explore some things with Mr. Willis. 
Your program, as well as the proposal that you are endorsing here 
this morning, operates without fee schedules for surgery and physi- 
cian charges. Is that right? 

Mr. Wits. Yes, sir. 

Mr. Braw.ey. How do you control this? 

Mr. Wiis. Well, we have in the plan a clause that just says we 
will pay fees which are reasonable and customary and we rely basi- 
cally on the doctors to keep these fees reasonable and customary and 
I believe in most cases they have. 

At the same time, in the claims administration, the insurance com- 
panies—and we have two insurance companies involved—will review 
the claims received and if they feel that any are out of line, any surgi- 
cal charges are out of line, they will then go back to the doctor and 
ask for further details. This has worked both ways. 

We have had a few cases where there seemed to be exhorbitant 
charges; one was a $2,500 surgical charge and on the face of it, your 
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hair stands on end. After investigation, it was determined that this 
fee was right for the case in question; the doctor, among other things, 
had spent 10 percent of his time for a year on this one case, which 
seemed to be reasonable. So there is an investigation. We have had 
a few cases where we have gone back to the medical society and put 
it up to them, where the doctor has not coooperated. But in most 
cases the doctors have cooperated and they have agreed that perhaps 
their fee was out of line and in those cases we insist the doctor sign 
an agreement that he will not charge the plan, we will say, $100 and 
turn around and charge the employee another $50 to get the full 
2 of money, that this is his only bill, the one he turns in to the 
an. 

r The cases we have had, though, where there have been improper 
charges, I am pleased to say have been very few. I think these meet- 
ings we have had with medical societies have helped. If there is any 
creepage in the plan, this is difficult to detect except by the averages | 
mentioned, in my statistics, where we have on the average held below 
the Consumer Price Index or any other figures we can determine. 

They match—incidentally, the insurance company, just as a check, 
matches these charges against schedules, some of their standard sched- 
ules, or against the new program being used in California, for evalua- 
tion of service charges, just to see how they come out. 

Mr. Braw ey. I believe that 72 percent of the labor force in Sche- 
nectady is employed by General Electric. Is that right? 

Mr. Wits. I am not sure of the figures, but it is a high figure. 
There is only one other major company there. 

Mr. Brawiey. Do your workers make up a substantial part of the 
work force in Erie and Bridgeport also? 

Mr. Wiis. Yes, decreasing amounts; less in Bridgeport than in 
Erie, and less in Erie than in Schenectady. 

Mr. Brawtey. In other words, you are concentrated very heavily 
in a few areas? 

Mr. Wis. No, I wouldn’t say that. We are concentrated in a few 
areas, but we have plants in 135 cities in the country, so we are pretty 
well spread around in a lot of small towns or small plants in larger 
cities, depending on whatever it is. 

We do have in Schenectady, Erie, Pittsfield, Philadelphia, Fort 
Wayne, large plants and they are a large share of the industry there. 
But those are few in number compared to these plants all over the 
country. Of course, in addition, we have large sales offices all over 
the United States. 

For example, showing the spread in California, we have something 
over 7,000 employees, with only a small part of them in plants; Ontario, 
Oakland, San Jose are the 3 plants, and the rest are sales people. 

Mr. Braw.ey. There are 196 county medical societies and 49 State 
societies in the United States. Are you able to contact most of these 
medical societies where you have employees? 

Mr. Wituis. What we are trying to do and what we have done is, 
we have furnished our people—we don’t do this centrally, the work 
with the medical societies; this is a local operation—we furnish our 
people with articles and talks that they can use with their local medical 
society, so if we have a plant in a town, they meet with that local 
medical society and we have asked them to arrange to have an article 
in the State medical journal, so that all doctors in the State will be 
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acquainted with it. We have had moderate success in this, not the 
success we would hope for, partly because we haven’t worked as well 
at it as we should. I think this is most of our problem. And as I 
mentioned, in California, we are now in the process of trying to get 
coverage there. We have covered the county of Los Angeles, which 
medical society has some 11,000 doctors, by an article in.the journal. 
In the adjoining county, where we have the Ontario plant, a reprint 
of this article is being given to all the doctors who are in the town 
where our plant is. We hope a similar reprint will be made in the 
counties up along the coast, where we have other GE employees and 
then for the names of the doctors that we have that deal specifically 
with GE employees, we call their attention to these articles. 

I mentioned earlier that Dr. Hess had an article in the American 
Medical Journal, which of course goes to all doctors in the United 
States. I don’t know what the reading percentage is, but these are 
all efforts on our part to try and reach the doctors so they will know 
about comprehensive and understand its principles. As I say, we 
have been fairly successful but not as successful as we should or as we 
hope we will be before we get through. We are still trying. 

Mr. Brawtey. Would you care to comment on these figures: You 
show 91 employees per 1,000 hospitalized. I understand that the 
Nation’s average is about 81 per 1,000, which indicates that under 
your plan it is about 12 to 15 percent higher than the Nation’s average. 

Mr. Wits. I don’t know about the Nation’s average, but I think 
that—— 

Mr. Brawtery. That is 81 out of 1,000 employed people. 

Mr. Wi11s. Well, of course, this might be a difference where you 
have insured or employed. I should think in the Nation this would 
make a difference. I don’t know enough about statistics to know. 

In our case it is the number per insured, which is practically the 
same in General Electric, because 9914 percent of our employees are 
in the plan. Nationwide, I don’t know whether that would be quite 
as significant. I should think there would be a difference between 
insured and employed, nationwide, wouldn’t there, which would bring 
the average down. 

Mr. Brawtey. Well, the only gage we have is of the employed 
people. That would be a pretty good judge and if your number of 
cases is running 10 to 15 percent higher, there must be a reason for it. 
I wonder if lack of controls, in a comprehensive plan, might be the 
reason. 

Mr. Wiis. Well, I still would question this figure you are using 
asa base. If this is for all employed workers, I don’t think we are on 
the same base. In other words, the difference between insured and 
employed. The comparison in our own plans—where we had a stand- 
ard basic plan in 1956 we had 119 per 1,000, in the standard plan, 
and the comprehensive that year was 91, so we had quite a significant 
difference. And our old plan that we had from 1950 to 1955 was 116 
in 1954, so we have had a significant drop there. 

Mr. Brawtey. How much of the total medical care bill of your 
employees does your program cover ? 

Mr. Wiiuts. Well, of the bills that they turn in, which are the ones 
that come in with the claims, the plan is paying about 75 percent. 


Mr. Brawtry. The program, I believe, was started in 1956? 
Mr. Wits. November 1, 1955. 
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Mr. Brawiry. And you had to raise premiums ? 

Mr. Wiis. No; we are paying the same premium to the insurance 
company today that we paid in the beginning of the plan, in 1955. 

Mr. Brawtey. What have the loss ratios been each year? 

Mr. Wiuis. Well, I don’t know. We don’t watch those very care- 
fully because we are setting the premium on a basis to yield a minimum 
of return nr and so that this is a little different than the 
standard plan. 

Mr. Braw ey. I believe in an article in the Monthly Labor Review, 
June 1958, you show 1956 claims by size. Claims for employees and 
spouse, 87 to 88 percent under $500; 9 to 10 percent, $500 to $1,000; 
under 3 percent, over $1,000. Children’s claims, 97 percent under 
$500. The average benefit for employee was $242, for spouse $252, 
and for children $199, You show only nine cases over $5,000. That 
is out of 461,000 persons covered. 

Mr. Wiis. Yes. The figures, of course, 1956, as we pointed out 
in that article, weren’t matured experience. I think the current 
figures are still interesting. The claims over $2,000, or $2,000 and 
over, for the employee it is 6.7 percent of the dollars; for the spouse, 
6.4; and for children, 9.1. In numbers, they are very small. I don’t 
have the fractions of decimals down in the highest groups, so I can’t 
give you the exact figure. But in the $2,000 to $5,000, it was five- 
tenths of a percent in number for employees, four-tenths for spouse, 
and two-tenths for children. 

As you can see, with these small numbers, the dollars are big, so 
they represent a high proportion of the costs. 

ke I indicated, too, we haven’t eliminated all the small claims. All 
we are doing is making sure we cover the high claims and also pick 
up the moderate. 

Mr. Brawtey. Even though you have the deductible feature, it 
seems to me you are still processing a lot of small claims. 

Mr. Wiuis. Oh, yes, sure. We process a lot of those. We always 
will. I don’t think, unless you can get a deductible per disability, 
which might reduce some of the small claims—and I don’t think that 
is the soundest way to do it—I don’t think you would eliminate some 
of those claims that come just over the deductible, but you obviously 
eliminate all those in the deductible area which on the study of our 
old plan were about 30 percent, and in the Commonwealth Edison 
they indicated it eliminated about 28 percent of their claims. Those 
are eliminated from handling completely, but you still have small 
claims. This is not an attempt to eliminate all small claims, but an 
attempt to eliminate the biggest share of them, and use the money 
productively for the benefit of employees. ; 

Senator Neusercer. Mr. Kerlin, do you have some questions? 

Mr. Kertrn. I believe you indicated 9914 percent of your em- 
ployees participate in the program; is that correct? 

Mr. Wiis. Yes, that is right. 

Mr. Kerurn. Your program started November 1, 1955. What was 
your membership at that time? What was your participation at the 
time the program started ? ons 

Mr. Wiis. I am glad you asked that; I meant to bring it up and 
forgot it. Under the plan we had in effect prior to the comprehen- 
sive, we had 95 percent participation, and when we put in the com: 
prehensive, we went to 99 percent overall. So there was an overall 
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increase in participation, even though the cost of the new plan for 
dependents was higher than it had been under the old plan. We 
raised the participation rate. 

Mr. Kertin. What method do you use to obtain participation? 

Mr. Wuu1s. Generally our program has been to use this book that 
I mentioned, which has flip charts in it that can be used locally. 
There is a lot of publicity in our work news explaining the plan, and 
there are meetings with employees at which either the supervisor or 
the special benefit person who has been trained in this explains the 
plan to the employees, in smaller groups—and by smaller groups, 
it may be anything from 25 to 500, depending on what they do 
locally—and they answer any questions and then their enrollment 
cards are distributed to the employees and they can sign up then, 
take it home and bring it in later—whatever they choose. And they 
either sign the card enrolling in the plan or a card indicating they 
don’t want to enroll, simply to make sure it is very clear that they 
don’t want to be in the plan. But there is no forcing of participation 
inthe thing. It is purely an optional program. 

Incidentally I have the participation by department—we issue an 
annual report showing by department, if you care to see that. 

Mr. Keriin. Your plan provides a $15,000 total benefit to an em- 
ployee, subject to renewal ? 

Mr. Wits. Yes. 

Mr. Kern. Who decides on eligibility for renewal ? 

Mr. Wiis. The insurance company. The individual applies for 
a reinstatement of the lifetime maximum and this goes into the in- 
surance company and they make the decision. 

Mr. Kerurn. It is completely in the hands of the insurance com- 
pany, not in the company’s? 

Mr. Wiis. That is right. 

Mr. Kerurn. Do they have an announced criteria for renewal? 

Mr. Wits. No, I don’t believe they do. I think they take it up 
with their medical department in each particular case. We have re- 
cently liberalized this program so that if a person has been free of 
medical treatment for about 2 years, there is a reinstatement. Orig- 
inally if they had some disease that looked like it was incurable and 
would lead on forever, I think the insurance company generally would 
reject that kind of claim although we had very few that have gotten 
up there. We have only had about a dozen claims that we have gotten 
to the annual maximum and three or four that have gotten to this 
$15,000. But as we saw the program coming up, we thought they 
ought to take a look at it and we asked them to review it and they 
decided that they could, if the individual had been free of medical 
charges and care other than the standard things, they would renew it 
and they have renewed some on that basis. 

Senator Neupercer. Senator Jordan has a question. 

Senator Jorpan. Mr. Willis, does your program cover only hos- 
pitalization? Do the employees have to be in the hospital to receive 
benefits ? 

Mr. Wius. No, sir. This program covers all types of medical 
care—hospital, surgery, doctor’s care, home, office, hospital, anywhere 
that the employee happens to be; in other words, nursing care, drugs, 
prosthetic appliances, the whole gamut of medical care. 
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Senator Jorpan. Is there any waiting period? For instance, when a 
po! —- comes in, does he have to wait say 3 months before he is 
eligible? 

ie Wuis. No, sir, as soon as we hire an employee, he is imme- 
diately eligible for coverage. 

Senator Jorpan. Thank you. 

Senator Nevusercer. Mr. Willis, I have a few questions and if I seem 
to repeat something you have said earlier, I trust you will bear with me, 
because as I say there is no written presentation and that may be the 
cause of my duplicating what you have said. 

As I gather, under the GE program, there is no free choice. In 
other words, the employee does not have his pick and choose of many 
plans, but rather there is a contract arrangement with one or two 
insurance companies ¢ 

Mr. Wuu1s. At the present time, no, sir, he does not have a choice. 
He did have, you remember, back in 1955, between two plans, and 
practically everybody went to the comprehensive and now we are only 
offering the comprehensive. 

Senator Neusercer. I understand that, but there never was under 
your program a wide latitude of choices? 

Mr. Wiu1s. No, sir. 

Senator Neusercer. That is what I meant. 

Mr. Wiu1s. In fact, I think we are one of the few companies that 
ever gave anybody a choice of more than one plan. I don’t recom- 
mend it as an administrative procedure. 

Senator Neusercer. You don’t recommend what? 

Mr. Wiu1s. The giving of too many choices. It is administratively 
= complicated. 

enator Neupercer. That is the reason I ask this because this is 
one of the major questions our committee faces, as you realize. 

Mr. Witu1s. We found it not impossible to administer; we were able 
to do it all right. 

Senator Nevusercer. When you had two choices, that is? 

Mr. Wis. Yes, sir. 

Senator Neusercer. And your plan operated successfully during 
that period ? 

Mr. Wiiu1s. Oh, yes, sir. 

Senator Neusercer. Now it is narrowed to one program; you just 
have the one program of medical benefits, is that correct? 

Mr. Wis. That is right, with these few that are left over from 
the other plan. 

Senator Neusercer. I understand. But a new employee entering 
General Electric tomorrow has only the one program available? 

Mr. Wits. Yes, sir. 

Senator Neusercer. One of the big further questions before this 
subcommittee involves retired employees. There are perhaps more 
than 200,000 retired Federal employees. We have responsibility to 
them. We have responsibility to those who are going to retire in the 
immediate future. At the same time we recognize that there are only 
so many dollars in the fund, and those have to be contributed by the 
Government of today and the employees of today. We have these two 
dilemmas which we have to resolve, how much is in the fund, and the 
real medical problems of these retired employees who are in the 
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age brackets when medical difficulties and health problems are the most 
costly. 

What provision was made by the General Electric program for re- 
tired employees? I want to break it down so you can then answer. 
The program was instituted in 19—what was it ? 

Mr. Witu1s. 1955, this particular one. 

Senator Neupercer. 1955. What provision was made for former 
employees of General Electric, if any? What provision is made for 
an employee of General Electric who is covered by your program, but 
then retires as an employee? Is any provision made during his re- 
tirement, after he has been under the program ? 

Could you outline in a little bit of detail what is done for you re- 
tired employees ? 

Mr. Wits. Yes, sir. We have had a program for retired employ- 
ees since 1948. We first initiated a pensioners hospital plan in 1948, 
when we established a trust fund and paid benefits from that. At 
that. time nobody knew anything about what retired people cost or 
anything, so we started out very modestly with $250 of liketime bene- 
fits. Of course, the cost back in 1948 were much lower than they are 
now. 

This was continued until 1950, when we put in the companywide 
plan which I mentioned that we negotiated with the unions, and at 
that time we increased the benefits to pensioners and this was future 
pensioners as well as existing pensioners, to $500, for a lifetime, and 
it was just hospital and surgical benefits. And we applied to pen- 
sioners of the longer service group, 15 years of service or more, both 
these plans. 

Then in 1955 we put in the new plan and we raised the benefits for 
pensioners, both those who had already retired and those who were 
going to go out in the future, to $1,500 of liketime benefits, and re- 
duced the service requirement from 15 years to 10 years. And what 
we did in each particular category, those with less than 10 years of 
service we permitted them to convert their health insurance to a priv- 
ate policy offered by our insurance companies, and they pay the full 
cost of that; those with 10 to 15 years of service have benefits of $1,000 
for liketime; those with over 15 years of service have $1,500 of life- 
time benefits, and the first or the last $500, in both cases, is charged 
against their life insurance. In other words, we permit them to live 
a little bit off their life insurance. In other words, out of the $1,500 
the company pays the full cost of the $1,000, the life insurance is 
charged for the $500. 

Senator Neusercer. In other words, a lien, in a way, is effected 
against the life insurance ? 

Mr. Winus. If they went over $1,000, which was provided free to 
pensioners. In all cases the coverage is free to them, but if they went 
over this, it was charged against their life insurance. But we had in- 
creased the amount of life insurance available to employees, over what 
they had before, so this didn’t change their overall status. 

Iam not sure this is adequate, but this is all we could see at the time. 
It is still expensive. 

Senator Neunercer. Let me ask a few more detailed questions about 
this, because this interests us a great deal. 

To begin with, this just took care of the pensioner himself, and none 
of his dependents ? 
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Mr. Wuus. Originally it did. Now it is available to the pensioner 
and his wife. 

Senator Neusercer. Did you bring within your progran, in 1948, 
retirees who had never paid any contribution to the program at all? 

Mr. Wiis. Yes, sir. We brought in all the retirees who had the 
required service ; they were automatically eligible. 

Senator Neusercer. And they made no contribution to the plan 
during their period of employment by General Electric? 

Mr. Wuuis. That is right. This money that was used was a special 
trust fund and their benefits were taken out of this fund. 

Senator Neusercer. I would like to ask the committee staff to 
enlighten me on one thing. The Civil Service Commission told us 
their plan, to some degree, is modeled after that of General Electric. 
Does it include any benefits for retirees? 

Mr. Brawiey. Only for those employees retiring in the future, not 
for the ones already retired. But I believe the ones retiring in the 
future, after they participate in this plan for a certain period of 
time, would get free coverage on reduced benefits. 

Mr. Wits. This $1,500 now, that requires the participation of 
the employee in the plan during the last 10 years. He has to have 
had 15 years of service and 10 year of participation. The old em- 
ployees, who were brought in on a one-shot basis, so to speak, have 
no such requirement. But there it was a special arrangement, in 
which these funds became available from another plan. So I am not 
sure this is exactly comparable to the Government plan. 

Senator Neupercer. I understand, but any General Electric em- 
ployee who retires in the future, in order to come under the plan, 
must have had 15 years of service with the company and 10 years 
of participation in the program, is that right? 

Mr. Wis. Or 10 years service with the company and 10 years 
participation, although he can have this conversion policy, regardless, 
which of course is full cost to the employee. 

Senator Neuzercer. This retirement situation is very important. 

Are there any more question ? 

Mr. Braw ey. I would like to elaborate on Senator Neuberger's 

uestion. §. 94 also provides benefits for those employees retiring in 
the future, and the difference is that S. 94 benefits are the same for 
retired people as active people, and they continue to pay a premium 
after they retire. Under the Commission proposal, they get the re- 
duced benefits free. 

Mr. Wiuuts. I think this is a subject that needs a great deal of 
study. I agree with you, Senator. Whether you charge the retired 
employee something toward it, I think this is sound and will help 
provide more benefits to him. I think that there needs to be taken 
into account something to take care of the presently retired employees. 
Some of them, of course, have pretty low pensions and it is a difficult 
job. 

Senator Neusercer. It is a very difficult problem, but a very real 
problem. 

Mr. Wiis. That is right; yes. 

Senator Neupercer. And if I were a retired employee, I would pre- 
fer to make some contribution of my own and to have a wider latitude 
of benefits, because, of course, the retired employee past the age of 
65 is more likely to have a very costly and long illness. 
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Mr. Wituis. That is right; I agree. I think he should contribute 
some, not what the active employee contributes, but some toward it 
and build up a better area of benefits. It is something that needs to be 
accrued, also, during the working career. Of course when you are 
starting off fresh, I think you need to do some funding toward the 
past service, so to speak, as well as the future service. I think this 
should be—I would recommend this be taken fully into account, be- 
cause it can be very expensive but it is a proper area of coverage, 1 am 
sure. 

Senator Neupercer. Do you have any questions, Mr. Paschal ? 

Mr. Pascua. Just one. Mr. Willis, regarding your plan for the 
retirees, did I understand you to say you go into the field of a pre- 
funding program for those who are to retire? 

Mr. Wits. No; I don’t know how to answer this one. We are 
having some problems with Internal Revenue on this trust fund at the 
moment and however we come out with them, that will affect the kind 
of funding. When we originally had this set up as a fund, it was set 
up under the charitable fund provisions of the Internal Revenue Act, 
which I think is a sound way to do it, and we were starting to prefund 
for the pensioners. When we revised the benefits for the pensioners 
back in 1955 and submitted the new trust to the Internal Revenue, they 
have been studying it ever since, and in this period of 214 years, we 
haven’t been able to do any prefunding because we aren’t sure how 
Internal Revenue is going to consider the particular trust fund. 

I think if they continue to qualify this trust fund, we will go ahead 
and prefund, because I think it should be done. I think it is a sound 
way to handle it, actually, if you can do it, through a fund. 

Senator Neupercer. Mr. Willis, if you should have any valuable 
statistical information on the cost of your program for retirees and 
how it operates, and you would care to provide it, please submit it to 
the committee staff and we would like to include it in the record. 

Mr. Wits. I would be very happy to, Senator. We are trying to 
put some together now. It is actually on the IBM machines, and I 
am not sure when it will be available, but as soon as it comes off, 
we will be happy to furnish it. 

Mr. Braw ey. Are you in effect saying to us that the Commission’s 
proposal with respect to prefunding is unconstitutional, perhaps, for 
private employers ? 

Mr. Wi1u1s. No; it is only a case of whether you would do it 
through a trust fund, under the charitable fund provisions of the In- 
ternal Revenue, or whether in our case we do it through an insurance 
company or we could still handle it through a fund, but not obtain 
the benefits of the deductions under Internal Revenue for the amount 
funded. We could only get the benefits of deductions of benefits actu- 
ally paid during the current year. It is a matter of how it is going to 
be handled, taxwise. We could still pay to the insurance company and 
prefund without any problem. 

Senator Neusercer. Mr. Willis, we certainly appreciate your pres- 
entation. We have a number of very critical dilemmas before our 
subcommittee. For example, whether or not there should be free 
choice, whether or not there should be deductibility, just to what 
extent retirees, past and future, should be included, and so forth. And 
you have provided a great deal of information on the experience of 
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General Electric in these fields. For this and other data that you 
have provided us with, we are very grateful. Thank you. 

Mr. Wiis. Thank you. If I can be of any further help at any 
time to the staff or to the Senators, I will be very happy to. 

Senator Nevsercer. I think you will hear from us. 

The next witness is Prof. Frank Van Dyke, of the School of Public 
Health, Columbia University. 

Professor Van Dyke developed the outstanding program of insur- 
ance for New York State employees, and he is here to share with us 
some of that experience. 

Before Professor Van Dyke takes over, I want to apologize to him 
because I have a previous commitment which I long overstayed, and I 
want to thank Senator Jordan who has graciously agreed to preside 
during the remainder of the hearing. 

Thank you very much for being here. 


STATEMENT OF FRANK VAN DYKE, ASSISTANT PROFESSOR OF 
ADMINISTRATIVE MEDICINE, COLUMBIA UNIVERSITY SCHOOL 
OF PUBLIC HEALTH AND ADMINISTRATIVE MEDICINE 


Mr. Van Dyker. My name is Frank Van Dyke, assistant professor 
of administrative medicine, Columbia School of Public Health and 
Administrative Medicine. 

I talked with the staff of your subcommittee about the health in- 
surance program for New York State employees. They suggested 
that the subcommittee might like to know something about that pro- 


gram, and that is why I am here today. 

First of all, let me say that I endorse the general outline of the 
health plan proposed in S. 94 and oppose the proposal of the Civil 
Service Commission as set forth in their statement to this committee. 
My views are my own. I do not represent either the State of New 
York nor Columbia University. I want to make that clear because 
most of my testimony will be a discussion of the health plan for New 
York State employees. This plan has been called “the most liberal 
and comprehensive program enacted by a governmental body to pro- 
vide its employees with protection against medical care costs.” 

At the close of the year 1958, 83,000 State employees and retired 
employees had joined the plan. About 100,000 persons were eligible 
to join. The number of persons covered, including dependents, to- 
taled about 200,000. It may be of interest to you to have a brief de- 
scription of how the plan started, the principles embodied in it, admin- 
istration of the program, and benefits and costs. 

Late in 1955 the Joint Legislative Committee on Health Insurance 
Plans of New York State asked the Columbia University School of 
Public Health and Administrative Medicine, which was then acting 
as consultants to the committee, to prepare a set of principles which 
could be the basis for a health insurance plan for State employees. 

Several copies of a 17-page statement, drawn up by the university 
staff have been given to your staff. You might want to include this 
statement in the record as part of this testimony as an example of 


how a university research group approaches the problem of how to 
devise a health plan. 
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In brief, the staff suggested to the New York State legislative 
committee that a health plan for employees take advantage of the 
best existing health plans in the State and where possible give em- 

loyees a choice of plan. We suggested that where service benefits 
were available for any type of coverage, the State purchase service 
benefits rather than indemnity coverage. The staff recommended that 
retired employees be covered in full at no increase in premium and 
that all health insurance be noncancelable and convertible. 

Legislation to provide a health plan for employees passed both 
houses and was signed by the Governor. One of the features of the 
law which may be of particular interest to you is that it provided for 
a temporary health board of eight members. This board, four mem- 
bers of which were appointed by the Governor and four by the legis- 
lative leaders, was made responsible for preparing the health plan 
which was broadly outlined in the enabling legislation. 

Whether by chance or design, this method of administration has 
proved to be extremely useful in working out a good health plan. 
The reason for this, I think, lies in the composition of the membership 
of the board. The director of the civil service commission is chair- 
man. Other members are the State commissioner of health, the 
budget director, the comptroller, and four citizens at large. The 
citizen members are the Columbia University dean of the school of 
public health and administrative medicine, the director of the Endi- 
cott Johnson health plan for industrial workers, a plan which is one 
of the oldest and most complete in the State, the medical director 
of Cornell University Infirmary, now president-elect of the State 
medical society, and the officer of the General Electric Co. who was 
responsible for the administration of their insurance program. 

A civil service commission staff is not apt to have the technical 
knowledge required to design a health plan. There is nothing extraor- 
dinary about this. The study of health services, like other branches 
of knowledge, is specialized. A knowledge of the various ways health 
services are provided, the strength and weaknesses of different plans, 
and ways in which insurance can improve the caliber of health serv- 
a to people are needed if employees are to have the best available 
plan. 

It seems to me that a Federal employees’ health plan will be better 
if it is possible to find some administrative device which will put 
policy decisions in the hands of health-oriented persons. Otherwise 
you may find you will have an insurance program designed to meet the 
needs of the insurance companies and the people who administer 
the plan. 

I respectfully suggest that you consider providing an administra- 
tive method so that the Federal employees’ health plan will be guided 
by the disinterested advice of persons familiar with the provision of 
health services to people. 

The report of the research staff tothe Joint Legislative Committee 
on Health Insurance Plans of New York State advised the committee 
to provide service benefits wherever it was possible to do so. 

A majority of the New York State Health Insurance Board ac- 
cepted the service benefit principle in the plan design. Service benefits 
have at least two advantages. For low and moderate income people, it 
is important to have ready access to health services with as few 
financial barriers as possible. The second advantage is that it places 
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an upper limit on the cost of medical care. This upper limit can be 
adjusted from time to time as needed, but it does tend to prevent 
inflationary charges. As an example of the inflationary aspect of 
some types of insurance, let me quote from the report of a consulting 
firm which specialized in health and welfare plans. 

Our company analyzed over 10,000 surgical claims where benefits were paid 
under a $150 surgical schedule. We found that this surgical schedule paid only 
55 percent of the surgeon’s total charges. A similar analysis, for claims paid 
under a $225 surgical schedule, showed that such a schedule paid 60 percent of 
the surgeon’s total charges. And an analysis of claims paid under a §30(( 
surgical schedule showed that such a schedule paid only 69 percent of the 
surgeon’s total charges. As you can see, a 100 percent increase in the surgical 
indemnity schedule served to reduce the patients’ share of the bills by only 14 
percent (from the Consultant and Doctor-Sponsored Plans, Martin E. Segel, 
speech at New Washington Hotel, Seattle, Wash., October 28, 1955). 

Standard Blue Shield or insurance company contracts have a very 
important gap. They do not provide for home and office calls. To 
fill this gap, the Board decided to purchase a third program which 
would fill in some of the gaps of the two basic programs. A major 
medical program was devised and a number of insurance companies 
bid on it. An important part of this third step was to permit em- 
ployees to substitute for parts II and III, the medical and major part 
of the medical plan, the two medical plans in the State which do offer 
home and office calls on a service benefit basis. Neither of these plans 
covers the entire State. The principle employed was to fix a contribu- 
tion on the part of the State for the so-called statewide plan, that is, 
parts I, II, and III. Those employees who elected to substitute one of 
the home and office call, service benefit, medical care plans for parts II 
and III would receive exactly the same employer contribution toward 
the costs of the plan as weil as all other employees received. 

In effect, the board set the standard that employees were free to 
choose a nonprofit, comprehensive service benefit, home and office medi- 
cal care plan. Freedom of choice was limited to those plans which 
could meet this standard. 

Blue Cross was awarded part I of the plan, Blue Shield part IT, and 
the Metropolitan Life Insurance Co. part ITT. 

Employees who had retired before the plan went into effect were 
offered parts I and II of the plan. Major medical insurance was not 
offered them, however. Only about half of the eligible prior retirees 
enrolled. The reasons for this low participation are not yet known. 

The rates of the plan with its various options are appended to this 
testimony. The total monthly cost of the statewide program for 
a single employee is $6.15, of which the State pays half. The monthly 
cost of the statewide program for a family is $15.97, of which the 
State pays 35 percent. Total costs for the first year were $10,702,000. 
For the statewide part of the plan, about 16 percent of the first year’s 
premium was for part III or the major medical part of the plan. 
Parts I and II or the basic plans absorbed most of the costs because 
most of the services provided were through the two basic plans. 

I said earlier that the New York State plan had 83,472 employees 
or retired employees enrolled. At the end of 1958, 66,844 of those 
were enrolled in the statewide plan; 14,381 chose to enroll in Group 
Health Insurance, Inc., as a substitute for parts II and III of the 
statewide plan. Group Health Insurance has arrangements with 
several thousand doctors who agreed to accept the insurance payment 
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as payment in full for home and office visits, et cetera. The re- 
mainder—2,247 employees—selected the Health Insurance Plan of 
Greater New York which is a medical group practice plan. This 
multiplicity of plans has not presented any insurmountable admin- 
istrative problems. There is no doublt that one plan is easier to ad- 
minister than several. This is particularly true during the first year 
of operation. Once employees are enrolled, however, the various 
routines necessary for payroll deductions and the like can be carried 
out without confusion. 

An important aspect of any health plan is provision for continuous 
review of how it actually works. In New York State some thought 
was given to this, and a review committee of the board was estab- 
lished. This committee has begun to analyze the first year’s expe- 
rience to determine whether weaknesses exist which require correction. 
A Federal employee’s health plan would benefit from continuous 
study. The Department of Health, Education, and Welfare is a 
center now for such research and you may want to consider whether 
that Department should be assigned the responsibility for technical 
review of a plan after it is established. 

I would like to turn now to discuss a very important defect of the 
proposal made by the Civil Service Commission. 

Total private expenditures for all forms of medical care in the 
United States amounted to under 4 percent of disposable personal 
income in 1950 but increased to 4.9 percent by 1957. Source: Sta- 
tistical Abstract of United States 1958, page 305, page 76. Health 
Information Foundation, “Consumer Spending for Medical Care,” 
Progress in Health Services, volume VII, No. 10, December 1958. 

This in itself is not alarming. Perhaps people should spend a 
somewhat larger percentage of their income on medical care. Much 
still needs to one to improve the quantity and quality of medical 
care and this of course costs money. We need, however, to arrange 
things so that. the cost of medical care is not unnecessarily increased. 
The Civil Service Commission in its testimony has proposed an in- 
surance plan which may very well increase the cost of medical care 
for Federal employees and their dependents and, by setting a pattern 
for charges by physicians, druggists, hospitals, nurses and others, 
tend to increase the costs of medical care for everyone. 

While this matter can be discussed for hours, the basic point I 
wish to make is simple. Major medical insurance, after an initial 
deductible of $50, for example, pays a percentage of the total bill—for 
example, 80 percent. This isa relatively new type of health insurance. 

There are two other general types of health insurance. There is 
the so-called service contract which pays the hosiptal and doctor 
in full for certain specified services, and an indemnity type which 
pays the purveyor of service or the patient a flat amount fixed in the 
contract. If a service contract is in effect, there is no possibility of 
the hosiptal or doctor increasing charges, except through change in the 
contractual arrangements. 

If an indemnity contract is in effect, the insurance will pay a fixed 
fee, and the remainder, if any, must be collected from the patient. 
The patient has an incentive to control the total fee because he must 
pay for everything in excess of the insurance indemnity. If the fee 
is excessive, he may refuse to pay. The patient has a pocketbook 
reason to control the fees he is charged. 
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Major medical insurance, in contrast to service benefit insurance 
or indemnity insurance, has no built-in incentives on the part of any- 
body to control costs. Let me give you an example. If you, a non- 
insured private patient, are charged $500 for an operation, you of 
course pay the full $500. If, however, you had a major medical policy 
for which you paid the first $50 and 20 percent of the remainder of 
the bill, you would pay $50 plus 20 percent of $450, or a total of $140. 

What if the doctor decided to charge $6002 Your share would be 
$160 and the insurance company would pay the $80 additional. This 
20 percent increase in the total cost would, of course, be reflected in 
insurance company premiums for the next year, although your bill 
at the time of service would be only $20 more. We must be realistic 
about such things. No studies are necessary to demonstrate that 
many people consider insurance companies as fair game. 

The promise of “you send me the bill and we will send you the 
check” on the part of the insurance company is an open invitation to 
higher medical care bills. Nor is this fraud on the part of purveyors 
of service. It is only natural for people to place a high valuation on 
their own services. Therefore, if the buyer departs from his tradi- 
tional role in our society of exercising caution, we can expect higher 
costs for health services without additional or better services. Ordi- 
nary prudence on the part of the Government would dictate that if 
the major medical approach to payment of medical bills is to be used 
at all, it should be used sparingly, as it is in the New York State 
program. 

I want to tell you that these views I have expressed on the infla- 
tionary spiral which unlimited major medical insurance will bring 
about are not supported by very much scientific data. The reason 
for this is the insurance companies have never revealed scientific data 
on their payments to purveyors of service under major medical which 
is susceptible of comparison with payments for like services under 
other kinds of insurance. Having said that there is little available 
direct evidence to support a statement that major medical insurance 
may be inflationary, let me give you a clue, or straw in the wind, 
which tends to support this view. 

When the New York program was put out to bid, each of the three 
parts required a separate bid. The board found that one of the in- 
surance companies explicitly stated that its bid would be higher if the 
two basic parts of the plan were not service benefit in nature. Un- 
fortunately, the New York State experience data on the employees’ 
health plan has not been published in a form which gives comparative 
costs for specific services. 

T am sure the Government is not anxious to inflate the cost of medi- 
cal care. If it is decided that major medical insurance should be 
considered, it seems to me the Government is entitled to know in 
advance what the likely effect of it will be. There is no need to take 
a leap in the dark. The insurance carriers could be asked to open 
their records to a Government research team which could determine, 
on the basis of a sample of a few thousand cases of major medical 
payments, stratified by income, place of residence, and type of pro- 
cedure, the actual payments for certain specified services. These 
payments could then be compared with prevailng fee schedules and 
prevailing charges for persons with low and middle incomes. 
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If one of the large insurance companies would make all its records 
available to competent research technicians in the field who employed 
accepted methods of analysis, we would know whether their payments 
to the purveyors of service are higher or lower than payments made 
by the same company on a generous fee schedule arrangement. If 
the cost were as little as 10 percent higher, we would be justified 
in questioning whether this method of payment is right to use for 
low and middle income employees. The people who are attempting 
to sell major medical insurance have an obligation to provide facts. 

Until we can be sure that the purveyors of service do not charge 
more for the same thing under the major medical incentive to do so, 
we should be very careful of introducing such a scheme to cover 
several million people. 

The civil service proposal, with its principles and justifications, is 
almost identical to a plan considered by the New York State Tempo- 
rary Health Board and rejected by it. If there is a single principle 
which the New York State Board used, a principle which they did 
not explicitly state, it is that established social devices which are in 
actual use and which provide for some control of the cost of medical 
care should be employed wherever they are available. 

The Federal Government has many programs designed to improve 
or supplement the health care of all citizens. These programs over 
a period of years have developed standards which, in some fields 
of health at least, have resulted in marked improvement in the quan- 
tity and quality of health care for almost everyone. <A health plan 
for Federal employees should not ignore the experience which the 
Government has attained in many years of work. 

In summary, let me say that S. 94 can be the basis for a fine health 
plan for employees and at the same time be relatively simple to ad- 
minister. You can secure a single, uniform, service benefit hospital 
contract for all employees everywhere from Blue Cross or an insurance 
company. Similarly, you can negotiate for a single medical-surgical 
service benefit in-hospital contract for all employees everywhere in 
the country. These may be a little more complicated to arrange, but 
it can be done either through an insurer or, if that fails, by the 
Government itself. 

As a third part to the plan, a single extended benefit as a major 
medical contract can be written with as many safeguards as possible, 
to supplement the hospital portion and the medical-surgical portion. 
It should be possible for the health experts of the Federal Govern- 
ment to develop an extended benefits program which will employ 
safeguards against runaway inflation. Such a program, if it sup- 
plements broad basic service benefits, should not be expensive. 

As for employees who wish to choose some other service benefit 
plan, standards can be established which will limit the choice to those 
relatively few plans in the United States which offer comprehensive 
service benefit medical care. A few of these plans offer hospital care 
and medical care as a package. Most Government employees would 
join the nationwide plan. For those who choose one of the approved 
alternates, the Government could limit its liability as New York 
State has done, by making a uniform contribution for each employee. 

The advantage to the Government in permitting employees to choose 
an alternate plan is that some of these plans are able to offer a high 
quality of medical care with controlled costs. The Federal Govern- 
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ment, with its overriding concern for the health of all the people, 
should encourage sound efforts to improve the quality of care. 
(The attachment referred to follows :) 


New York State health insurance program schedule of employee-employer 
contributions for health insurance coverage, contract year Apr. 1, 1959, to 
Mar. 31, 1960 


{Monthly rates] 


Blue Blue | Metropolitan Em- Em- 
Cross | Shield | Life og Total | ployees) ployer 


Statewide plan: 


Group Health Insurance Plan, Inc., option: 
Individual 
Individual and dependent 


Health insurance plan option: 

Lower income: 

Individual 

2 pereons.. . ......-. 

3 or more persons. 
Upper income: 

Individual 

2 persons. 

3 or more persons 








Prior retirees: 
Individual 


Mr. Van Dyke. Thank you. 

Senator Jorpan (presiding). Thank you very much, Doctor. We 
will insert the report to whi x; you refer in the record at this place. 

(The report follows :) 


HEALTH INSURANCE FOR STATE EMPLOYEES AND THEIR DEPENDENTS 


Report of the research staff, State of New York Joint Legislative Committee on 
Health Insurance Plans 


The joint legislative committee on health insurance plans has requested the 
research staff of the School of Public Health and Administrative Medicine of 
Columbia University (which is engaged in a study of health insurance in the 
State of New York on behalf of the committee) to make a review and prepare 
a report with respect to health insurance for State employees and their depend- 
ents, and municipal employees and their dependents. In the brief time avail- 
able, it is not possible to make an extensive survey of all aspects of the problem. 
By agreement with the committee, therefore, this is a document concerned pri- 
marily with the provision of hospital insurance to State employees and their 
dependents. 

Before recommendations regarding municipal employees are developed, the 
legislative committee should ascertain the types of health insurance coverage 
now in force for municipal employees and the extent of contribution by the 
municipal employees and the extent of contribution by the municipal govern- 
ments toward such insurance. It is suggested the committee should accept as a 
matter of basic principle that the municipal governments should be free to 
provide contributions toward any type of health insurance so long as it meets 
minimum standards of the type to be discussed in another section of this report. 
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I, CHARACTERISTICS OF STATE EMPLOYEES 


There are about 80,000 employees of the State of New York. It is estimated 
that about 40 percent of these employees are single. Employees and dependents 
total about 200,000 people. These persons are distributed throughout the State 
but most of them reside in and around Albany and in New York City. (Sta- 
tistics on the age distribution of the employees and their dependents are not 
available to the staff at this time.) In addition, there are about 15,000 annui- 
tants who are members of the New York State employees retirement system, 
about 6,000 annuitants in the New York State teachers retirement system, and 
about 8,500 annuitants in the New York City teachers retirement system. The 
number of dependents of these three groups is not available in time to include in 
this report. 

It is estimated that more than 50,000 of the 80,000 employees now have Blue 
Cross and/Blue Shield hospital and surgical insurance paid for entirely by them- 
selves. In addition, some of the annuitants are covered by various types of 
health insurance but the exact number who have coverage and the extent of 
such coverage is not known at this time. 


II, EMPLOYER CONTRIBUTION TO HEALTH INSURANCE 


Imployer contribution toward providing health benefits for employees has 
become increasingly common. For many decades some employers in the United 
States have considered it their obligation to provide certain health benefits for 
their employees. This process has been accelerated through the increasing 
emphasis on health and welfare in collective bargaining agreements. In June 
1954, three quarters of the approximately 4,500,000 New York State workers 
covered by unemployment insurance were protected by health and welfare plans 
for which the employer paid at least a part.’ Figures are not available on the 
extent of contributions toward health insurance for employees by the various 
governmental units in the United States. It can be said, however, that in 
general the various units of government have lagged behind private employers 
in making contributions toward the health coverage of their employees. 

Since few would argue that the health of public employees is of less public 
concern than the health of employees of private employers, it is unnecessary 
to pause here to discuss the reasons for State contribution toward health in- 
surance of its employees. State governments allocating funds for this purpose 
will begin to keep pace with private employers in assuming responsibility for 
employees’ health. The State of New York, long known for its forward-looking 
health legislation, has the opportunity to take its place among the leading State 
governments by adopting a program which will protect and promote the health 
of State employees, their dependents, and those retired from State service. 


III. CRITERIA FOR ADEQUATE PROTECTION 


There are many health insurance policies and prepayment plans available 
today. A few principles will be discussed here which should be considered as 
essential components of any plan which is to cover State employees and their 
dependents, both from the standpoint of providing maximum health protection 
to subscribers and the safeguarding of public funds in terms of getting the most 
for the tax dollar. 

The first of these principles is the service benefit principle. Without going into 
technicalities, service benefits means that services rather than cash indemnity 
are provided by the insurer. Thus, a hospital service plan provides that the sub- 
scriber will receive certain necessary hospital services rather than a specified 
amount of cash. This is important because with a good service benefit con- 
tract, the subscriber knows that all or almost all of his bill for specified services 
will be paid by the plan. There is no such guarantee with a cash indemnity policy. 
A common feature of a service benefit plan for physicians’ services is an income 
ceiling—meaning that anyone covered by the plan with an income below the 
prescribed maximum can obtain from any participating physician the services 
described in the contract, paid in full. Without the service benefit plan, a physi- 
cian may charge the insured a fee in addition to the amount provided by the 
plan. Data on this subject is too voluminous to present in detail in this brief 


“Health and Welfare Plans in New York State, June 1954,” Denartment of Labor, 
State of New York, p. 1. 
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report ; it can be said, however, that the accumulated evidence of years of ex- 
perience with all types of insurance and prepayment plans in the United States 
is that a good service benefit contract is significantly superior to a good cash 
indemnity contract with respect to a number of important features, including 
the proportion of the total bill paid by the plan. (A good example of this in 
New York State is the Rochester Blue Shield plan, which in 1954 provided full 
service benefits for more than 93 percent of subscribers using the services in 
the contract. The health insurance plan of Greater New York and Group Health 
Insurance, Inc., both of which operate in the New York metropolitan area, are 
other examples of medical plans in this State which pay in full for all or almost 
all of services covered in the contract.) 

A second important principle is that of convertibility, which gives the insured 
the right to keep his insurance when he leaves the place of employment where 
it was originally obtained. An employee covered by a group health plan 
through his place of employment cannot keep his insurance when he loses his 
job, transfers to another employer, or retires, if his policy does not provide 
for conversion. His insurance ends when his employment with a particular 
employer ends. In the case of the worker who becomes unemployed or retires, 
coverage is lost when it is needed most. Further, since as a person grows older 
he has more and more difficulty in getting a carrier of health insurance to ac- 
cept him as policyholder on an individual basis, the lack of convertibility pro- 
visions results in a situation where most retired persons are without health 
insurance. (See addenda A at the end of this report regarding feasibility of 
covering older age groups.) 

A concomitant principle relates to cancellation. All health insurance policies 
are cancelable for fraud on the part of the insured but there the similarity 
among various types of contracts ends. Some insurance companies arbitrarily 
cancel bad risks. Almost without exception, policies of persons with commercial 
insurance company contracts are canceled automatically by terms of the policy 
ai ages 60, 65, or in a few instances at 70. The need for medical service in- 
creases with age. Cancellation of insurance of persons in the older age brackets 
is one of the reasons for the distressingly low percentage of persons in the older 
age groups covered by health insurance. 

In New York State, individuals with inadequate resources who fail to take 
out insurance or lose coverage by cancellation, become recipients of private 
charity or the wards of the Government if they have serious medical problems. 
The burden on Government is in an inverse relationship to the number who 
carry insurance or who have adequate savings. (See addenda B at the end 
of this report for additional material on criteria for evaluating prepayment 
plans.) 

IV. TYPES OF PLANS AVAILABLE 


In considering health insurance coverage for employees of the State of New 
York which would meet the criteria of service benefits with convertible privi- 
leges and which are noncancelable except for fraud, there are several available 
plans. First of all, a few commercial insurance companies write hospital 
coverage policies which, while not service benefit in the strict sense, neverthe- 
less pay all of the hospital bill. These commercial policies are not convertible 
and are cancelable. In addition, no commercial insurance company in New 
York State offers a service benefit contract for physicians’ services. 

The organizations in New York State which go furthest toward meeting 
the three criteria discussed above and which could offer a group contract for 
State employees, are nonprofit medical or hospital plans as follows: 


A. Hospital benefits 


1. Blue Cross—There are eight Blue Cross plans operating in New York 
State, each within established geographical boundaries. These organizations 
provide hospital service benefits to subscribers. 


B. Medical benefits 


1. Blue Shield.—There are six Blue Shield plans operating in the State, also 
within defined geographical boundaries. Two of these plans (Buffalo and 
Utica), however, do not offer a service benefit contract and thus do not meet 
the criteria as discussed. 

2. The Health Insurance Plan of Greater New York.—This plan offers com- 
prehensive physicians’ care including home and office visits in New York City 
and to some extent in Nassau County. This plan has no income ceiling. It 
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is licensed to do business in 17 contiguous counties including the 5 counties 
of New York City. 

3. Group Health Insurance, Inc.—This organization has one service benefit 
plan with no income ceiling, as well as others with relatively high ceilings. It 
operates in New York City and Nassau County. It is licensed to do business in 
17 contiguous counties including the 5 counties of New York City. 


Vv. LIMITATIONS IN AVAILABLE COVERAGE 


The plans described in the previous section, while they meet the standards of 
service benefits, convertibility, and noncancelability, should not be looked to for 
complete protection against the costs of needed health services. The legislative 
committee needs to be aware that no prepayment plan or insurance carrier in 
this State offers a contract which will cover all medical, hospital, or dental 
expenses for State employees or any other subscribers. 

Existing prepayment plans can provide fairly comprehensive protection against 
the cost of inpatient hospital care. Some limitations on inpatient care which 
characterize most available prepayment plans, however, are lack of coverage 
for physical therapy, hydrotherapy, X-ray therapy, radium therapy, special 
nursing care, and for hospitalization for diagnosis. 

Medical serviee prepayment plans in all areas of the State except New York 
City exelude home and office calls by physicians from their coverage. Other 
services not generally covered by prepayment in this State are nursing home 
eare, drugs and medicines for use outside the hospital, nursing care in the home, 
and dental care. 

The preceding comments should not be interpreted as a criticism of prepay- 
ment plans as such; they are included to familiarize members of the committee 
with gaps in coverage which should be kept in mind in deciding what is appro- 
priate for the State to specify as requirements of any plan in which tax funds 
are to be invested. Leaders in all groups concerned recognize that complicated 
problems exist in providing prepaid coverage for many aspects of health serv- 
ices, and that many of these problems depend for their ultimate solution on the 
development or utilization of improved techniques in the organization of health 
care. 


VI. CONSIDERATIONS REGARDING HEALTH COVERAGE OTHER THAN HOSPITAL BENEFITS 


The various components of prepaid health protection are intimately related; 
effective and economical protection cannot be obtained on a piecemeal basis. 
However, for the purpose of convenient discussion, three aspects of health cover- 
age for State employees, both active and retired, and their dependents, can be 
considered separately as follows: 

A. Surgical-medical benefits. 
B. Extended benefits (or catastrophic coverage). 
C. Hospital benefits. 

Due to limitations of time the staff has given primary attention to the matter 
of hospital benefits, and recommendations in this regard appear in section 8 of 
the report. A number of observations regarding the other two points are pre- 
sented in summary fashion here. 


A. Surgical-medical benefits 


Basic medical benefits are an integral part of health insurance. In Albany, 
the Blue Shield plan can write a service benefit contract. In New York City, as 
previously noted, three different types of plans can offer a basic medical service 
benefit plan. The committee may wish to recommend giving employees in the 
New York City area a free choice among the three service benefit plans in that 
area. The amount of money contributed by the State presumably would be the 
same for each employee regardless of place of residence in the State (though it 
might vary with family status). The Rochester and Syracuse areas each have 
Blue Shield service benefit plans. This would leave the Buffalo and Utica areas 
as the only parts of the State where no medical-surgical service benefit plan is 
presently available. 

There is also the possibility of securing a statewide Blue Shield contract with 
service benefits in the areas which can offer such a contract. The Medical Society 
of the State of New York at its 1955 annual meeting adopted a report which in 
part stated “the subcommittee therefore recommends and endorses a more uni- 
form statewide service contract because over 70 percent of the plans are on a 
service basis both from a State or National level.”? The plans referred to in 


2 New York State Journal of Medicine, Apr. 1, 1955, p. 990. 
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this statement are the Blue Shield plans. Benefits available through the Blue 
Shield plans are fairly uniform. They provide payment for in-hospital surgical 
and medical procedures, anesthesia services when not provided by the basic 
hospital contract, and for minor surgery done in the outpatient department of 
a hospital or in the doctor’s office. 


B. Extended benefits 


Coverage for so-called catastrophic conditions represents a relatively new type 
of insurance. Its purpose is to cover the cost of the exceptional long-term illness 
or accident which extends beyond the two types of basic coverage already dis- 
eussed. Consideration should be given to providing the State employees with 
an extended benefit contract as an adjunct to basic hospital and medical service 
eoverage. A joint subcommittee of the National Blue Cross and Blue Shield 
Commissions has recently made a number of sound recommendations on the 
general methods for providing extended benefits which can be analyzed at the 
appropriate time. 


VII. BENEFITS FOR RETIRED EMPLOYEES 


Throughout this report there have been references to the need for providing 
health insurance to the older age groups. The materials presented and discussed 
at the recent Governors’ Conference on Problems of the Aging contain a wealth 
of information on this subject. The incidence, prevalence, and length of illness 
and disability become markedly greater as age advances. At the same time the 
ability to pay for needed medical and hospital service diminishes and the avail- 
ability of prepayment coverage drops sharply. 

Bold new steps must be taken to deal effectively with the need of the aged for 
adequate health protection. The Joint Legislative Committee should give serious 
consideration to the possibility of providing the same protection to retired as 
well as active employees, with no change in premium at the time of retirement. 
It is the recommendation of the committee staff that health insurance risks of 
all age groups be pooled, and the cost of premiums be spread uniformly over a 
lifetime. Thus, the State would negotiate one contract for both employees and 
annuitants, with no reduction in benefits or increase in premiums for annuitants. 
The monthly premium rate per individual or family unit for the two groups com- 
bined would be higher than would the rate for active employees alone. The 
additional expenditure, however, would represent a decisive step in the direction 
of closing a major gap in prepaid health coverage. The State of New York has 
a unique opportunity to pioneer in providfng retired employees with adequate 
health protection and to lead the way in the extension of this important segment 
of coverage to other sections of the population. The alternative is to provide 
no protection or reduced protection to that section of the community most sorely iu 
need of coverage. 


VIII. HOSPITAL BENEFITS * 


It is recommended that the State negotiate a basic hospital contract for its 
employees, active and retired, and their dependents, which will include the fol- 
lowing provisions : 

A. Service benefits providing full coverage, with no deductible features. 

B. 120 days of semiprivate care and provision of ancillary services. (For 
those employees who elect a private room, a substantial allowance up to 
$16 for the room should be provided, plus full coverage for the usual ancillary 
services. ) 

C. Coverage of the newborn from birth. 

D. Maternity coverage on a service benefit basis. 

E. Coverage for specified hospital outpatient services such as emergency 
and operating room charges. 

F. Out-of-area benefits the same as in-area benefits. 

G. Provision for short-term care for patients with tuberculosis or mentz! 
disease. 

H. Conversion rights and reinstatement rights, clearly set forth. 

I. Right to include sponsored dependents on the contract. 


A. Service benefits with no deductible features 


The principle of service benefits has been discussed previously in section III. 
So-called deductible or coinsurance provisions should not be included in a 


%In this discussion the word “hospital’’ excludes those institutions caring principally 
for tuberculosis patients and the mentally ill. 
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pasic hospital contract for State employees. There are those who advocate the 
inclusion of a deductible payment by the insured, contending that such a pay- 
ment may deter the insured from using the service capriciously, and that 
insurance should not be used to cover small bills. These arguments lose their 
validity when viewed in the light of modern concepts of preventive health 
which provide an overriding argument for comprehensive hospital coverage 
under prepayment. The literature of medical economics is replete with illustra- 
tions of the need for the person of modest means to have medical and hospital 
care available without significant economic barriers. There is no assurance 
that a deductible does not discourage desirable early hospitalization. It is not 
in the interest of the insured, nor is it in the public interest, for the State to 
pay for hospital insurance which is designed to deter subscribers from entering 
the hospital. Further, the necessity of hospitalization should be determined by 
physicians, not by the patient’s ability to pay or by the provisions of a particular 
health plan. 

It should also be remembered that a hospitalized illness, regardless of the 
kind of insurance carried, has “built-in” coinsurance features in the sense that 
the family has expenses for illness which are not covered by any insurance. 
It is relevant to note that most State employees have modest incomes. One 
estimate is that 80 percent of State employees have incomes of $6,000 or less 
per year. Further, it is suggested that in this instance, the inclusion of a 
deductible feature is not worth the trouble it would cause in complaints by 
the employees, or the difficulties it would create for the hospitals. Most hos- 
pitals operate on a narrow margin; it is important that they collect the money 
owed to them. The collection problems each time covered persons entering the 
hospital on a coinsurance basis would be a mutual source of irritation on the 
part of the subscriber and the hospital. 


B. Full coverage for 120 days 


One hundred and twenty days’ coverage in a semiprivate room for each 
different disease or disability each year is a highly desirable feature of a hos- 
pital contract. Relatively few hospitalized persons (except tuberculosis pa- 
tients and the mentally ill) remain in a hospital for more than 30 days in any 


one year. Those who do, however, often find themselves faced with heavy debts 
for hospital or medical care. Persons unable to pay hospital or medical bills 
become the recipients of charity or of public aid. The communities of New 
York in 1954 spent about $100 million of tax funds on the mentally indigent, 
i.e. those persons who receive no other form of tax aid. A 120-day contract 
will cover the hospital expenses of all but that fraction of less than 1 percent 
of all persons in hospitals who remain longer than 120 days for any one illness 
in a 12-month period. Provision for those who must remain longer than 120 
days can be made through an extended benefits contract (as noted above in 
section VI C). 


C. Coverage of the newborn 


The medical expenses and other expenses connected with childbirth are heavy. 
If unexpected illness of the newborn is added to an already strained budget, 
the family may find itself without money to pay for needed care. Children 
should be covered from date of birth. This is not now common practice in this 
State, although this type of coverage is provided in other States. It should 
be made available in New York State to State employees and to other groups 
of subscribers as well. 


D. Service benefits for maternity 


Maternity coverage should be provided on a service benefit basis. The birth of 
a child entails expenses to the family in addition to hospital and medical ex- 
pense. There is no reason why a plan for prepaid hospital maternity benefits 
cannot be provided. A number of Blue Cross plans in other States have written 
contracts which provide complete maternity benefits. Such a provision should 
be included in a hospital contract for State employees. 


E. Outpatient care 


Prepaid hospital plans should be so designed that the most economical care 
is provided commensurate with a high quality of care. In line with this princi- 
ple, the plan should provide coverage for hospital outpatient care with liberal 
credits toward payment for emergency first aid treatment and use of the operat- 
ing room for outpatient services. This is a common provision of many prepay- 
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ment plans. It tends to reduce inpatient admissions for minor accidents and 
surgery and in consequence reduces the cost of care, since inpatient care is more 
expensive to provide than outpatient care. 


F. Out-of-area benefits 


On occasion State employees may enter a hospital in another State or country, 
Service benefit hospital plans have contractual relationships with the hospitals 
in their immediate area. Outside such an area payments to hospitals are some- 
times limited. This situation has changed to a considerable extent in recent 
years because the Blue Cross plans have established interplan agreements which 
provide reciprocal benefits to a considerable extent. It is suggested that a plan 
for State employees should include provision for the same benefits outside the 
geographical boundaries of a plan area as is provided within that area. 


G. Short-term care for tuberculosis and mentally ill patients 


While long-term care of patients with tuberculosis or a mental illness is pro- 
vided in State hospitals, there is often need for short-term care in general hospi- 
tals for such patients. It is recommended that the contract include coverage 
for up to 120 days for these two categories of illness. Various therapeutic 
measures are often performed in general hospitals, for patients with tubercu- 
losis. The acute phases of mental illness may be of short duration and many 
local hospitals can and do provide optimum therapy for the mental patient in his 
own community. There is a distinct therapeutic advantage in providing care in 
a hospital relatively near to the home of the patient. This may also prevent a 
more prolonged and costly admission to a State institution. 


H. Conversion and reinstatement rights 


The right of the policy holder to convert his policy to direct payment upon 
leaving the employ of the State should be set forth in the contract. The term 
“direct payment” as used in the preceding sentence means remittance by the 
subscriber directly to the plan, in contrast to remittance through a group. It is 
recommended that the State get a clear definition from the insurer of the type 
of conversion contract available to the person who leaves State employment. 
Conversion contracts sometimes have reduced benefits and increased costs to 
the subscriber, partly because the cost of administration for the insurer of a di- 
rect payment policy is greater than the cost of administering a group contract. 
As previously discussed in another connection, it is unsound to cut off benefits 
when people may need them most, i.e., during unemployment or between employ- 
ment. Contracts which have been converted to direct payment should provide 
good basic coverage. It would be wise to require the insuring organization to 
set forth the methods which are proposed for use to notify the ex-employee of 
his conversion rights and to provide a satisfactory time interval during which 
conversion rights may be exercised by the insured. 

Once a person has left State employment and converts his policy to a direct 
payment basis, unless properly protected, he may run the risk of cancellation 
of the policy. If the policy should be canceled, he may find himself unable to 
obtain reinstatement. In view of this situation, the State should negotiate 
with the insurer to obtain a liberal time limit, e.g., 120 days, during which 
the converted policy may be reinstated upon payment of back premiums, without 
the need to submit to a health examination. Large insurance companies and 
prepayment plans, of necessity, operate according to a strict routine. Sometimes 
persons, through no fault of their own, find they have lost their insurance and 
are unable to reinstate it. Thus, an additional gap in coverage is created and 
either the individual himself or, in some cases, the local or State governments 
must pay hospital or medical bills which are insurable. 


I. Inclusion of sponsored dependents 


The hospital benefits plan for State employees should, in addition to providing 
coverage for dependents, give the employee the right to include a “sponsored” 
dependent for a slight additional premium. <A sponsoved denendent is a person 
who is financially dependent upon the wage earner and who is a member of the 
wage earner’s family, though not his spouse or child. 

The basic hospital benefits described above should be considered as a first 
step toward a complete program of health insurance for State employees and 
their dependents. One of New York’s neighboring States, New Jersey, already 
has a contract in force for millions of subscribers which incorporates these 
features. The Blue Cross plans of New York State, furthermore, are prepared 
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to write a similar contract for State employees. (See addendum C at the end 
of this report for standards for measuring comprehensive hospital benefits.) 

In addition, it is recommended that the State discuss with the prepayment 
plans the possibility of including hospitalization for diagnosis in a contract for 
State employees. Modern health care concepts emphasize early diagnosis. 
Prepayment plans now pay for many diagnostic admissions because of wide- 
spread evasion of the provision of the contract excluding such admissions. The 
addition of diagnostic admissions as a provision of the contract would not add 
miterially to the premium based on the limited experience which one of the 
prepayment plans in another State has had with such a provision. 


CONCLUSION 


If the joint committee wishes to recommend a plan of State contribution 
toward a practical program of needed health insurance for State employees, 
their dependents, and annuitants and their dependents, it is recommended that 
the program begin with contribution for comprehensive hospital benefits on a 
service basis. Annuitants, for the reasons set forth in this report, should be 
considered along with and not separate from employees in establishing rates 
and benefits. 

As noted in this report but not developed in detail, additional considerations 
for provision of prepayment coverage for State employees should include (1) 
medical benefits for State employees and retired employees and their dependents, 
and (2) an extended benefits program, based on the service benefit principle, as 
a valuable adjunct to a sound program of basic hospital and medical benefits. 


ADDENDUM A 


The Rochester Blue Cross plan recently made a study of the age distribution 
of its subscribers. The study shows that 8.4 percent of all subscribers to the 
plan are 65 years of age or older. This percentage is almost the same as the 
percentage of all persons in the population 65 years of age and older in the 
State of New York in 1950. If this plan has been able to cover its proportion- 


ate share of the older age group, there is reason to believe it can be done in 
other areas of the State. 


ADDENDUM B?* 


The extent to which private prepayment plans meet the need of the people 
should be judged by the extent to which they— 

(1) Provide protection against the total cost of personal health services. This 
includes preventive services, diagnosis, treatment, and rehabilitation outside the 
hospital as well as in, but excluding prolonged hospitalization for mental dis- 
ease, tuberculosis, and other chronic illness. 

(2) Bring prepaid protection to the total gainfully employed population (in- 
cluding workers employed in small groups, the self-employed, and rural peo- 
ple) and their dependents. 

(3) Provide for services on a basis which assures maximum efficiency and 
economy in cost of operation and in the methods of payment for services; and 
on a basis which allows for continued development of medical education and 
residency training programs. 

(4) Recognize their responsibility to the public interest by inclusion of con- 
sumer representatives on the decision-making boards in numbers at least equal 
to that given representatives of groups providing the services. 


ADDENDUM C 


The Commission on Financing Hospital Care has established a standard by 
which to measure comprehensive benefits in the field of hospital care. This 
standard, termed “benefit precedent level,” consists of the benefit provision 
meeting completely, or with the fewest restrictions, the hospital charges for a 
particular service. Each of these benefit levels has been demonstrated to be 


1From “Building America’s Health,” vol. I, p. 44, 1953. 
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practicable and feasible on a significant scale; each is already in effect for at 
least 1 million subscribers. If each of these benefit levels were provided, the 
hospital bill for 999 out of every 1,000 patients receiving semiprivate or ward 
care would be completely covered. 

The benefit precedent levels for hospital care are as follows: 


Room, board and nursing care: 
120 full-benefit days. 
All hospital admissions covered. 
Semiprivate accommodations. 
Ancillary services, unlimited : 
Operating room. 
Drugs. 
Laboratory. 
X-ray. 
Anesthetics, including administration by hospital employee. 
Oxygen. 
Dressings and casts. 
Basal metabolism. 
Electrocardiogram. 
Physiotherapy. 
Administration of blood and plasma. 
Maternity care: 
Full coverage. 
Nursery care of newborn. 
Outpatient care: 
Emergency accident services. 
Minor surgery. 
Regular coverage for— 
Tuberculosis. 
Mental diseases. 
Venereal diseases. 
Drug addiction. 
Alcoholism. 
Communicable diseases. 
Preexisting conditions: 
Covered. 
No waiting period. 
Age restrictions: 
Adults, none. 
Children, from birth. 


The Commission on Financing Hospital Care estimated that Blue Cross plans 
are now meeting 80 percent of these benefit precedent levels; insurance com- 
pany group policies, 70 to 75 percent; insurance company individual policies, 60 
to 65 percent. The three Blue Cross plans providing the highest benefits met 90 
to 95 percent of the levels. According to the Commission, the cost of extending 
benefit days from 30 to 120, with a service benefit for room, board, and ancillary 
services, would increase the liability of the plan by less than 10 percent, and 
premiums would have to be raised even less.* 


SUMMARY 


1. To provide adequate protection a health insurance plan should include the 
following features : 

A. Service benefit principle. 
B. Convertibility. 
C. Nonecancelability. 

2. Three aspects of health insurance considered in this report are: hospital 
benefits, surgical-medical benefits and extended benefits. The three principles 
(above) apply to all three types of plans. Recommendations contained herein 
are restricted primarily to hospital benefits. 


1Summary of statement on “Gaps in Benefit Provisions Under Voluntary Prepayment,” 
from “Report of the Commission on Financing Hospital Care,” vol. II, pp. 186-233. 





HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 275 


8. The same hospital benefits should be provided for retired employees as 
for active employees without a rate differential. 

4. It is recommended that the State negotiate a hospital contract for its 
employees, active and retired, and their dependents, which will include the fol- 
lowing provisions : 


A. Service benefits providing full coverage, with no deductible features. 
B. 120 days of semiprivate care and coverage for ancillary services. (For 
those employees who elect a private room, a substantial allowance up to $16 


for the room should be provided, plus full coverage for the usual ancillary 
services. ) 


C. Coverage of the newborn from birth. 
D. Maternity coverage on a service benefit basis, 


E. Coverage for specified hospital outpatient services such as emergency 
and operating room charges. 


F. Out-of-area benefits the same as in-area benefits. 


G. Coverage for short-term care for patients with tuberculosis or mental 
disease. 


H. Conversion rights and reinstatement rights, clearly set forth. 
I. Right to include sponsored dependents on the contract. 


5. More information is needed before action on health insurance for municipal 
employees is taken. 

Senator Jorpan. Any questions? 

Mr. Brawtey. I have just one or two, Mr. Chairman. 

Mr. Van Dyke, would you comment on effective controls over 
utilization ¢ 

Mr. Van Dyxe. Well, I would like to say, Mr. Brawley, that I 
know of no scientific evidence that patients overutilize hosiptal or 
medical care on their own initiative. In fact, all the evidence tends 
to point the other way. Now there is some scientific data on this 
point. My feeling is that in the United States the problem is not 
overutilization, it is underutilization of medical services. 

I believe that it is important to arrange a health plan so that 
people have access to it, rather than attempt to develop devices which 
will keep them away from it and I believe that really is the purpose 
of deductibles and coinsurance and certainly is the effect, to keep them 
from the access to health services. 

Mr. Brawtey. You are familiar with the provisions of S. 94. If 
we take that as a program and if that program has to be limited to 
keep the costs within reason, where would you suggest trimming the 
benefits ? 

Mr. Van Dyke. I believe I would start out by attempting to devise 
a health plan for which you can get the most for your dollar, under 
present methods of arrangement, buying health insurance, that is, 
attempt to spend your money on service benefits because you get 
most out of it in return. I think as more money is made available, 
as time goes on, the Government could develop a plan to include other 
areas of health care which are more difficult to insure, such as drugs. 

There is no problem about it; it is difficult under present methods 
of insurance to insure against the cost of drugs and the like. So I 
think I would start out with a basic plan and in a series of building 
blocks, add to it. 

Mr. Brawtey. How about maternity benefits? 

Mr. Van Dyke. This is something the New York State board 
decided to limit and they did it solely on the basis of costs. Maternity 
benefits are of course expensive to provide under any arrangement. 
The New York State board decided to have an indemnity on maternity 
coverage and the sole reason for that was the cost factor. 
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Mr. Brawtey. Would you be in favor of a deductible plan for 
maternity benefits? 

Mr. Van Dyke. It is difficult for me to answer that, Mr. Brawley. 
I don’t know whether—I haven’t had an opportunity to think about 
it, whether a deductible for maternity benefits would be advisable or 
whether it would be better to provide a flat indemnity for maternity, 
I think this is one of the kind of things as I mentioned earlier in 
my testimony, the health experts in the Federal Government ought 
to discuss, as to what is really the best way to provide health services 
for maternity care and other types of care. 

Mr. Brawtey. That is all. 

Senator Jorpan. Thank you very much, Doctor. 

Mr. Van Dyxe. Thank you, sir. 

Senator Jorpan. Our next witness is Mr. Fordyce W. Luikart, pres- 
ident, Group Health Association. 


STATEMENT OF FORDYCE W. LUIKART, PRESIDENT OF GROUP 
HEALTH ASSOCIATION, INC., WASHINGTON, D.C., ACCOMPANIED 
BY LANE KIRKLAND, FIRST VICE PRESIDENT; HENRY H. LICH- 
TENBERG, M.D., MEDICAL DIRECTOR; AND FRANK C. WATTERS, 
EXECUTIVE DIRECTOR 


Mr. Lur«xarr. Mr. Chairman, the hour is late and I have a short 
statement and an appendix to be submitted for the record. 

Thank you for the opportunity to present our views. We hope they 
will be of value in designing a health program for Federal employees. 

I am Fordyce W. Luikart, president of the board of trustees of 
Group Health Association, Inc., Washington, D.C., and with me are 
Lane Kirkland, first vice president, Henry H. Lichtenberg, M.D., our 
medical director, and Frank C. Watters, our executive director. 

Group Health is the most comprehensive medical service plan in 
the Washington metropolitan area. Our emphasis is upon preventive 
care, early diagnosis, and broad treatment services. The association 
was founded 22 years ago, and I might say it was a pioneer in the 
area, by Government employees of the Federal Home Owners’ Loan 
Corporation, who were determined to obtain quality medical care for 
their families on a prepaid basis. This member-owned, nonprofit 
medical organization has grown to a current enrollment of some 
32,500 members. The majority of the members are Federal em- 
ployees—as are 5 of the 12 members of our board of trustees, the 
governing body of GHA. 

At the present time there are 61 physicians, surgeons, and dentists 
either on the staff or retained as consultants. Medical care is ren- 
dered in such diverse fields as pediatrics, adult medicine, obstetrics, 
gynecology, allergy, dermatology, neurology, ophthalmology, ortho- 
pedics, and radiology. The association employs 190 persons on its 
supporting and administrative staff. We operate two medical centers, 
one in downtown Washington, D.C., and one in nearby Takoma Park, 
Md. In addition to housing the medical departments, there are such 
auxiliary services as physical therapy, optical, and X-ray. There is 
a pharmacy at the downtown center which affords savings on drugs 
and medicines. 
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We believe, Mr. Chairman, that the experience of Group Health 
Association should be valuable in considering a health benefit program 
for Federal employees. Our members, many of whom are Federal 
employees, have all joined the association voluntarily. They have 
chosen the Group Health plan, I believe, because it combines the full 
scope of medical and surgical services—preventive, diagnostic, and 
therapeutic—available as needed in home, office, or hospital—under 
the standards and supervision of a qualified professional group. 

There are certain principles underlying the approach of Saw 
Health Association to assure quality and adequate medical care. These 
are: (1) Group practice which brings together the family physician 
and a variety of specialists into a medical team serving the members. 
Advances in the Temi medical scene have been so extensive that 
pooled knowledge and the judgment of several physicians working 
together assure quality medical care with advantages to patient as 
well as to physician. 

(2) Preventive medical care, which gives attention to health main- 
tenance as a day-by-day matter. This emphasis is not only a medical 
good, but an economic good for the member in terms of less hospitali- 
zation and less loss of productive time. 

(3) Prepayment, which permits the member to budget expenditures 
for medical care. When prepayment is linked with group practice, 
members can obtain quality medical care free from financial worry. 

(4) Membership control, which gives assurance that the wishes of 
the members are fully considered in major policy and program de- 
e1sions. 

The Group Health member, then, can rest assured that, for him, 
there will be no significant financial barrier to obtaining the neces- 
sary preventive, diagnostic, and curative medical care. ‘There are 
moderate charges for laboratory and related services, but for unre- 
stricted members, there is no limit on the medical-surgical care that 
is afforded. In addition, 6 months’ hospitalization, full cost of a 
semiprivate room, are provided. 

To become a member, there is a $50 membership fee, payable $2 a 
month for 25 months, and a nominal $5 application fee. The monthly 
dues for a family of two adults and one child is $12. Of course, the 
composition of the family determines the total monthly rate. Each 
adult is $4.50; each child is $3. There is no charge for more than 
three children. 

For several years we, at Group Health, have followed the various 
bills proposing that the U.S. Government contribute financially to 
Federal employee health plans and have consistently maintained that 
the individual employee should have the right to choose the health 
plan that best suits his needs. This right is very important to GHA’s 
members, who work for the Federal Government, and who have al- 
ready made their choice. For them, there is no substitute for the 
integrated health program that I have described above. We there- 
fore strongly approve the provision of S. 94 allowing for freedom in 
selection of a health plan. 

Before submitting for your reading our comments on the specific 
provisions of the bill, we would like to note that basic benefits vary a 
great deal under alternative types of plans listed in this bill. There- 
fore, the provision of a single major medical plan on top of the four 
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or more basic types of plans does not recognize the real nature of the 
comprehensive medical service plans like our own which already pro- 
vide “major medical” in so many areas. We recommend that major 
medical benefits be offered in relation to the basic coverage that is 
elected. Since the Group Health program, and others similar to it, 
are inherently so ee provision should be made in this bill 


for applying the full Government contribution toward the cost of 
such plans. 


In reviewing S. 94 we have noted some amendments which we 
believe would improve the bill. Our comments, including suggested 
amendments are submitted for your consideration. 

Should you wish any further information about Group Health or 
have any questions, we will be happy to respond. If you have any 
questions on the professional aspects of Group Health, I suggest that 
they be directed to Dr. Lichtenberg, our medical director. 

Thank you. 


(The material referred to by Mr. Luikart is as follows:) 


SUGGESTED AMENDMENTS TO FEDERAL EMPLOYEES HEALTH INSURANCE ACT OF 1959, 
SUBMITTED BY GROUP HEALTH ASSOCIATION, INC. 


We offer the following suggestions with respect to the Federal Employees 
Health Insurance Act of 1959, S. 94, introduced by Senator Olin Johnston, and 
H.R. 208, introduced by Representative James Morrison. 

The purposes of the bill as set forth in section 2 of S. 94 are to make available 
to Federal employees and their dependents “the maximum financial protection 
against sickness costs, and the most comprehensive, preventive, diagnostic, and 
curative medical care, obtainable for practical financial outlays by employees 
and by the Government.” ‘These purposes make it clear that the bill is con- 
cerned with medical care and not merely with medical insurance. However, : 
number of the specific provisions of the bill seem to be pointed more in the direc- 
tion of insurance than of medical care. Therefore, we propose certain amend- 
ments to make it clear that the bill is not limited merely to medical insurance. 
Furthermore, the bill contemplates as a cornerstone of the act the principle that 
each employee should have a voluntary election among various competing plans 
and insurance programs. Here also we propose some amendments which we 
believe will aid the employee in obtaining the widest possible choice. 


I. MEDICAL CARE 


A. We propose that the title of the act should be the “Federal Employees 
Health Benefits Act of 1959” rather than the “Federal Employees Insurance 
Act of 1959,” since many of the prepaid medical care agencies which will par- 
ticipate under the act are not insurance companies and do not provide health 
insurance. 

B. The bill uses the term “carrier” to define all companies or agencies pro- 
viding either medical insurance or prepaid medical care (sec. 3(c)). Further- 
more, the definition of the term “carrier” in section 3(c) refers to the amounts 
paid for medical care as premiums. Since both the term “carrier” and the 
term “premiums” carry the connotation of insurance and since the bill intends 
to encompass not merely insurance companies but also prepaid medical care 
agencies, we propose that section 3(c) be amended in three respects. First. 
we propose that the generic term used throughout the bill not be “carrier” 
but rather be “carrier or prepaid medical care agency.” We propose that wher- 
ever in the present bill the term “carrier” appears, this phrase should be 
changed to read “carrier or prepaid medical care agency.” Secondly, we suz- 
gest that a possible ambiguity in section 3(c) be eliminated by making it clear 
that medical and hospital service agreements are included within the purview of 
section 3(c). Finally, we suggest that the term “premiums” be broadened to 
read “premiums or other periodic charges.” We recommend the addition of the 
italicized language set forth below, so as to make section 3(c) read as follows: 

“Sec. 38. (ec) The term “carrier or prepaid medical agency” means a volun- 
tary association, corporation, or partnership, or other organization which is 
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lawfully engaged in providing, or paying for or reimbursing the cost of, per- 
sonal health service under insurance policies or contracts, medical and hospital 
service agreements, membership contracts, or the like, in consideration of pre- 
miums or other periodic charges payable to the carrier or prepaid medical care 
agency, including a health insurance plan duly sponsored or underwritten by a 
national association of Federal employees.” 

C. Section 5(d) of the act includes within the plans which qualify under the 
bill “group practice prepayment plans.” We believe that it would be desirable 
to make more specific and explicit precisely what is intended to be covered by 
the phrase “group practice prepayment plans.” We think that this is partic- 
ularly appropriate in order that there may be no confusion as to whether a 
plan comes under section 5(a) rather than section 5(d). Accordingly, we sup- 
port the proposal of Kaiser Foundation Health Plan, Inc., that section 5(d) 
be amended to read as follows: 

“Sec. 5. (d) Group practice prepayment plans which provide or arrange for the 
provision of medical care services in whole or in substantial part on a prepaid 
basis, with professional services rendered by physicians who— 

“(i) represent a minimum of three major specialties of medicine; 

“(ii) practice as a team in a common center or centers: 

“(iii) assume, formally and collectively, the responsibility for providing 
professional care for the persons covered by the prepaid funds; and 

“(iv) receive their income in whole or in substantial part from the prepaid 
funds.” 

I). Section 11 provides for the creation of a health benefits fund and declares 
that payment shall be made from the fund to central agencies established by 
the participating carriers and approved by the Commission. This provision 
seems to have been enacted with insurance companies in mind. We believe 
that the fund should pay the premiums or other periodic charges directly to 
prepaid medical care agencies whose plans qualify under section 5(d), one of 
the reasons being that such group practice prepayment plans are available in 
limited geographical areas. We therefore support the proposal of Kaiser Foun- 
dation Health Plan’ that section 11 be amended to read as follows: 

“Sec. 11. There is hereby created a ‘Federal Employees Health Benefits Fund’ 
hereinafter referred to as the ‘Health Benefits Fund’ from which all premium or 
subscription charge payments shall be made to such central agencies as may be 
scription charge payments shall be made to such central agencies as may be 
established by the participating carriers or prepaid medical care agencies, and 
approved by the Commission, after consultation with the advisory council, to 
facilitate the administration of this Act. However, periodic charges due prepaid 
medical care agencies with respect to plan qualifying under section 5(d) shall 
be paid directly to such prepaid medical care agencies from the health benefit 
fund * 9° 9.” 

II. VOLUNTARY ELECTION BY EMPLOYEE 


The principle of voluntary election by each employee of the plan under which 
he wishes to be covered is basic to the bill. For example, section 7 of S. 94 
refers to an employee enrolling “under a plan or policy of his choice.” Similarly, 
section 8 provides for transfer between the plans or policies provided by section 
5. We strongly endorse this principle. In pursuance of this principle, we have 
the following suggestions with respect to S. 94: 

A. Section 6 provides for mandatory group major medical expenses insurance 
for all employees electing a basic plan under the act. Section 10(a)(1) pro- 
vides that the full cost of major medical insurance benefits will be paid from 
the Government contribution before any Government contribution is made toward 
the cost of the basic plan. Plans of many prepaid medical care agencies offer such 
extensive coverage that many employees who elect such plans would probably 
prefer to apply the entire Government contribution toward the cost of their basic 
plan, and waive their right to major medical expenses insurance. As will be seen 
from the exhibit attached hereto setting forth benefits available to members of 
Group Health Association, Inc., many benefits which would be obtainable under 
a major medical plan are obtained by GHA members. Therefore, we suggest 
the following amendments, which have also been suggested by Kaiser Founda- 
tion Health Plan, in order to permit such employees to express their choice : 

“Sec. 6. (a) Except as provided in section 6(f), each employee * * *.” 


1 We have made a change in the Kaiser proposal to conform to our suggestion that the 
term “earrier or prepaid medical care agency” be used instead of “carrier. 
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“Sec. 6. (f) An employee who elects to enroll in a basic plan which qualifies 


under section 5(d) may elect to apply the entire Government contribution to- 
ward the cost of such a basic plan.” 

“Sec. 10. (a) (1). Two-thirds of the premium or subscription charges for 
the basic benefits coverage and the full cost of the extended or major medica] 
insurance benefits, unless the employee elects to apply the entire Government 
contribution toward the cost of the basic benefits coverage under the provisions 
of section 6(f) in which case the portion of the Government contribution which 
would have been used to pay the cost of the extended or major medical insur- 
ance benefits shall be upplied toward the costs of the basic benefits coverag: 
without regard to the two-thirds limitation, or’. 

B. In order to make sure that each employee makes an informed choice of 
plan from among all of the qualified plans available to him, we also endorse 
the recommendation of the Kaiser Foundation Health Plan that the following 
section be added to the act: 


“Sec. —. All carriers or prepaid medical care agencies seeking approval of 
their plans shall file applications for approval within thirty days after the effec- 
tive date of this Act. Within ninety days after the effective date of this Act, 
the Commission, after consultation with the advisory council, shall approve all 
plans for which applications have been received and which qualify for approval. 
tach employee shall receive from the Commission a list of all approved plans 
available to him. Such list shall contain sufficient descriptive information about 
each plan to permit the employee to make an informed choice.” * 

Senator Jorpan. Are there any questions? 

Mr. Brawtey. I have one question of Dr. Lichtenberg. 

I am informed that Group Health Association recently took in the 
transit workers here in Washington, D.C. As an income group, I 
would imagine they would compare with a large segment of our Gov- 
ernment workers. Would you care to comment on their health needs? 

Dr. Licutrenserc. Until a month ago, they were covered by Blue 
Cross and Blue Shield, so our experience with them is very limited, 
and we have seen only a small number of them in our clinics. But 
already we are experiencing a large reservoir, we feel, of unmet needs— 
unmet medical needs. 

Briefly, we find that a good many of them have not had even the 
basic immunizations; some have not had common diphtheria, tetanus, 
whooping cough injections, and many of them have not had any fol- 
lowup booster doses as they grew older. We find an unusual number 
of children that have had only one or two polio injections, which they 
received when there was a school program, but there has been no fol- 
lowup on those to see that they had a third or fourth booster. Many 
of them had only one polio and were sick when the second injections 
were given at the schools or health centers and they did not even have 
a second one. 

It is very common to find that none of them have had, in many of 
these families, tuberculin tests to determine whether there is any 
disease. And a great many, or very few of them, I should say, actu- 
ally of those whom we have seen, have had refractions of their eyes, 
even when they were ready for school, much less earlier ones. 

We find that they have not had the medical—they haven’t the 
sophistication for going out and getting medical care for themselves 
and knowing what their medical needs are and we have to ferret out 
from them by a series of questions the difficulties they experience, but 
were not really entirely aware of. 


2The Kaiser proposal uses the term “effective” choice. We think the word “informed” 
is —a We again use the term “carrier or prepaid medical care agency” instead of 
“earrier.” 
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We also have cases that will need long care, but which would not be 
furnished under other schemes. We have two cases now of hemo- 
philiacs, which will need a great deal of rehabilitation. 

One of us has seen two children, one with an undescended testicle 
and he is now 12 years of age and should have been operated on a 
good many years ago, but he has never had any pediatric care, his 
mother said, and she was unaware of this condition. We have also 
had a child with a hernia. This is the experience of only one of us, 
and there are eight pediatricians on our staff. 


I rather think the experience of the others must be similar to this 
particular experience. 


Senator Jorpan. Thank you, sir. Are there any further questions? 
(No response. ) 


Senator Jorpan. We appreciate your testimony. Thank you very 
much. 


We will recess at this time until 9:30 Thursday morning. 


(Senator Neuberger subsequently ordered the following document 
printed in the record :) 


Tue Group HEALTH ASSOCIATION PLAN 


GHA SERVICE AREA 


Full Group Health services are provided within 15 air miles of the White 
House in Washington, D.C. Out-of-area services are described under separate 
headings. 


MEDICAL CARE 


Specialists in the major fields of medicine, together with pediatricians and 
doctors of ‘internal medicine work together as a team to provide the GHA 
patient the best of modern medical care. While most GHA doctors are located 
in the medical centers of the association, some maintain outside offices to which 
GHA participants are referred. 

The GHA member receives medical services in the following fields provided 
at no extra cost as part of his regular monthly dues: Adult internal medicine; 
allergy; dermatology; ear, nose, and throat; gynecology, neurology and 
neurosurgery; obseterics (see below) ; opthalmology; orthopedics; pediatrics; 
radiology ; surgery ; and urology. 

Group Health Association maintains two medical centers to provide its 
members with medical care and related diagnostic services. The main center 
is located at 1025 Vermont Avenue NW., Washington, D.C. 

There is also a new center at 6854 New Hampshire Avenue at East-West 
Highway in Takoma Park, Md. 


Out-of-area emergency in hospital medical care 


, The GHA member is reimbursed up to $3 per day for up to 180 days toward 
the cost of emergency in hospital (nonsurgical) medical care. 
Out-of-area first aid treatment 

The member is reimbursed up to $15 for the treatment of conditions resulting 
from any single accident. This care may be provided in the hospital emer- 
gency room or in the doctor’s office. 


HOME AND IN HOSPITAL CARE 


In addition to services provided in the offices of GHA doctors, Group Health 
patients receive medical care when confined in the hospital for either surgical 
or nonsurgical reasons. GHA members also receive necessary medical care in 
their own homes when they are unable, because of illness to come to one of the 
medical centers. There is a charge for unrestricted conditions of $3 for the 
first home call in any one illness; no charge thereafter for home calls in con- 
nection with the same illness. 
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X-RAY AND SPECIAL DIAGNOSTIC SERVICES 


The main GHA medical center is equipped with modern laboratory and diag- 
nostic facilities to aid the doctors in giving proper medical care. As these sery- 
ices are provided in the medical centers, they may be utilized conveniently and 
with a minimum loss of time for both the patient and the doctor. The fol- 
lowing procedures are available in the main medical center for a small extra 
charge (as indicated) plus the cost of materials: 

Special charges 

Laboratory tests, 75 cents. 

X-ray pictures or superficial X-ray therapy, $3 per plate or treatment (maxi- 
mum charge of $22.50 per single series of X-ray films for unrestricted conditions). 

Electrocardiogram tests, $3. 

Basal metabolism tests, $3. 

Physical therapy treatments, $1.50 (maximum payment of $30 per participant 
per calendar year for unrestricted conditions). 

The cost of laboratory and diagnostic tests performed other than at the GHA 
medical centers must be borne by the participant. 

Charges for these services are higher for restricted conditions. 


HOSPITAL CARE 


Hospital care is provided in any hospital within the service area. Participants 
do not need to enroll in the GHA hospitalization program if they have another 
plan that offers comparable services. Nonhospitalization memberships are 5() 
cents less per month for each adult and 25 cents less per month for each child. 

Each participant receives semiprivate accommodations for up to 180 days of 
hospital service within 1 calendar year, or for any single illness or continuous 
period of hospitalization. Both diagnostic and treatment services are provided. 
(If patient occupies a private room, GHA allows the regular cost of a semiprivate 
room at the hospital used.) 

Full cost: / 
Regular meals 
General nursing 
Operating room 
Delivery room 
Recovery room 
Cystoscopic room 
Anesthetist’s services and materials 
Dressings and casts 
Sterile tray service 
Administration of intravenous infusions and blood transfusions (blood 
and blood plasma not included ) 
Physical therapy treatments 
Ambulance service 
Emergency care 
Routine circumcision 
Medications : The first $3 and all over $50. 
Laboratory tests: The first $7 and all over $50. 

Hospital services not listed above are paid for by the patient. All patients ad- 
mitted to the hospital for other than obstetrical reasons (see obstetrical care be- 
low) will be responsible for the first $15 of the hospital bill for services normally 
paid by Group Health. 


Out-of-area hospital care 


The participant is reimbursed up to $12 a day toward the cost of a semiprivate 
room for a period of 180 days within 1 calendar year, or for any single illness, 
or continuous period of hospitalization. The member is reimbursed for the full 
cost of anesthesia and for the use of the operating room or delivery room up to 
an amount not to exceed the normal cost within the service area. 

All other hospital expenses, normally covered within the service area, are pro- 
vided, except that ambulance service is not available outside of the service area. 


SURGICAL CARE 


Group Health participants receive full surgical care for unrestricted conditions 
within the service area; it is not limited by a schedule of operations or by amount 
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of income. There are no waiting periods to be served by GHA participants for 
needed surgery operations. Elective surgery is provided after a participant 
has been enrolled in GHA for 10 months. 


Out-of-area emergency surgical care 


Emergency in-hospital surgical care is provided up to a maximum payment of 
$250 in accordance with a schedule of charges for individual operations. Here 
are a few examples of the allowances made under the schedule: 


Appendectomy 

Fractured hip (closed) 

Fractured hip (open) 

Hernia (double) 

Hernia (single) 

IN CONE oni cts ae nice Sends a bac peice eneaeae aes Selcaetneene meee 
Removal of gall bladder 


OBSTETRICAL CARE 


Group Health provides complete prenatal, delivery, and postpartum care at 
no extra cost to the patient. To receive obstetrical care both husband and wife 
must have been members of the association for at least 10 months prior to the 
expected delivery date. 

Obstetrical cases such as ectopic pregnancies and miscarriages terminating 
within the first 26 weeks of gestation are covered in the same manner as hos- 
pitalization for conditions other than obstetrical, if both husband and wife have 
been listed as active full service members for 10 consecutive months immediately 
preceding the expected delivery date. 

Maternity care in the hospital is similar to hospitalization for other illnesses 
except that the participant pays the first $125 normally covered by Group Health 
Association. This arrangement allows GHA members to save toward the pay- 
ment of part of their maternity costs while at the same time it protects them 
against heavy expenses resulting from extended hospitalization or medical com- 
plications. The first 10 days of the newborn infant’s hospitalization is regarded 
as part of the mother’s hospitalization during her confinement and does not 
count toward the child’s regular 180 days of hospital care. 

Expectant parents who have not served the required 10-month waiting period 
assume the complete cost of maternity hospitalization. However, they may 
receive regular obstetrical care from GHA doctors if they pay the association 
$125. 

FAMILY COUNSELING SERVICES 


Group Health Association offers the member the advantages of a program of 
preventive psychiatry. This family counseling service, working closely with 
the medical staff, provides valuable assistance in working out behavior and 
adjustment problems as well as helping the participant to work out other inter- 
nal family tensions. There is a charge of $7 per consultation. 


GROUP HEALTH PRFPAID DENTAL MAINTENANCE PLAN 


One of the most popular of the association’s services is the prepaid dental 
maintenance plan. It is one of the few of its kind in the United States and 
emphasizes preventive care. Under this plan the dental participant must bring 
his teeth into good condition at his own expense after which the association 
provides preventive and treatment services for most dental conditions. 

Membership in the prepaid maintenance dental plan is optional. Dental care 
is also available on a regular free-for-service basis. 

GHA dental services are available only to members enrolling in Group Health 
Association’s medical plan. 

The following fee schedule for prepaid dental services went into effect April 
1, 1959: 

(1) $3 per month for each adult. 

(2) $2.50 per month each for the first two children under 15 years in the 
family. 

(3) $2.25 per month for each additional child under 15 years. 

(4) There will be a charge of 59 percent of costs of prosthetics which 
includes gold work, fixed and removable bridges, and periodontal care 
(gum treatments). 


39992—59——_19 
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This added charge will in no way affect the many other services rendereq 
under the prepaid plan, such as: 
Examination every 6 months. 
Prophylaxis every 6 months. 
Bite-wing X-rays (2 films) every 6 months. 
Full series X-rays (14 films) every 2 years. 
Synthetic porcelain fillings. 
Plastic fillings. 
Silver fillings. 
Root canal therapy. 
Minor oral surgery. 
Orthodontia and major surgery are not covered under the plan. 

The principal reason for the losses sustained by the prepaid dental plan 
was the overbalance of adults in the plan. Because of this condition the dental 
staff spends a disproportionate amount of time rendering necessary and costly 
periodontal and fixed bridgework therapy to the older members of this plan. 
Fifty-nine percent of those in the plan are in the age range over 35 years. The 
answer seems to be to get more children enrolled in this prepaid dental main- 
tenance service. 

In an effort to encourage participation of children under 15 years in the 
program, all children in a family under 15 can be admitted without adults, 
but the adults will not be admitted alone if there are child dependents in the 
family. Complete family participation is desired for the success of the program. 
Children under 5 are encouraged but not required to join the plan. 


GROUP MEMBERSHIP 


A GHA “group” is any group of people or any clearly definable unit within a 
group that has been brought together for purposes other than membership in 
the association. 

Most Group Health members enroll on an individual or family basis. However, 
for those who join as members of a group, the $5 application fee is waived and, 
what is more important, restrictions on preexisting physical ailments can be 
waived. Applicants and present members of GHA who apply in small groups are 
subject to review by the medical director. 

In addition, the $5 registration fee required under individual enrollment proce- 
dures is not charged for group enrollment. 

A new employee must enroll in a group within 60 days of the time he starts 
to work; otherwise, he must wait until the next periodic open enrollment date. 

If a member leaves a group or if, for any reason, the group is disbanded, he 
may continue in GHA as an individual member retaining the same service rights 
he enjoyed as a group member. 


SERVICE RESTRICTIONS FOR PREEXISTING CONDITIONS 


Services to members who enroll in Group Health Association on an individual 
basis (nongroup) may be restricted for physical conditions that exist prior to 
enrollment. The member is notified in writing of all restrictions. 

If restricted, the member pays $3 for each consultation in the medical centers 
during the first 12 months of membership for treatment relating to the specific 
restricted condition. After 12 months, medical consultation is provided at the 
medical centers at no extra charge. Hospital and surgical care is not provided 
for the restricted condition unless the restriction is removed by the medical 
director. 

New participants who enroll in groups of 16 or more are not subject to these 
service restrictions. 

Women, age 35 and over, or those who have had a child; and men, age 50 and 
over, must have a physical examination to establish restrictions. Restrictions 
for other members are determined on the basis of medical history forms. 

Special charges for certain diagnostic procedures, such as: X-rays, electro- 
cardiogram tests, or basal metabolism tests are higher for restricted conditions 
than for unrestricted conditions. 


SERVICE LIMITATIONS 
Treatment is not provided for: (1) tuberculosis, drug addiction, or alcoholism 


after the time that the medical director recommends commitment to, or hospi- 
talization in, an institution. (2) Plastic surgery for cosmetic reasons, ortho- 





lan 
otal 
stly 
lan, 
The 
ain- 


the 
ults, 
the 
ram. 


lin a 
ip in 


ever, 
and, 
n be 
Ss are 


roce- 


tarts 
date. 
d, he 
‘ights 


vidual 
ior to 


enters 
pecific 
at the 
vided 
edical 


. these 


x) and 
ictions 


lectro- 
ditions 


holism 
hospi- 
ortho- 


HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 285 


pedic devices, corrections or treatment of deformities and birthmarks, chiropody, 
deep X-ray and radium therapy. Hospitalization for these services may be 
provided. The above surgical procedures will be provided by GHA surgeons 
at cost. (38) Psychiatric treatment. (4) Treatment or hospitalization of in- 
dustrial accident cases or other cases if such services are provided under Federal 
or such other laws or Government regulations, to the extent of such provisions, 


DUES AND CHARGES 


Adults dues are $4.50 a month; children’s dues are $3 a month. No charge is 
made for more than 3 children per family. The monthly charge is given below 
for various family compositions : 

1 adult 

2 adults 

2 adults and 1 child 

2 adults and 2 children 

2 adults and 3 (or more) children 


In addition to the above charges each member or family unit purchases a GHA 
membership certificate. This certificate is usually paid on an installment basis 
at the rate of $2 per month for a period of 25 months. The $50 membership 
certificate may, in the event of the holder’s termination from GHA, be transferred 
to a new member. 

Each member who enrolls on an individual basis must pay a $5 registration 
fee which covers the cost of activating the membership, setting up records, and 
a physical examination. The registration feed does not apply to membership in 
groups and is not refundable. 

Membership in GHA is effective the working day following the day on which 


the application is received in the offices of the association unless a later date is 
specified. 


(Whereupon, at 12:30 p.m. the hearing was recessed, to reconvene 
at 9:30 a.m. Thursday, April 30, 1959, in room 6202, New Senate 


Office Building, Washington, D.C.) 
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THURSDAY, APRIL 30, 1959 


U.S. Senate, 
Post Orrice AND Civit Service CoMMITTEE, 
INSURANCE SUBCOMMITTEE, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 9:50 a.m., in 
room 6202, New Senate Office Building, Hon. Ralph W. Yarborough 
presiding. 

Present: Senator Yarborough. ‘ 

Also present: H. W. Brawley, executive director, J. Don Kerlin 
assistant staff director, and Frank A. Paschal, minority professional 
staff member, Post Office and Civil Service Committee. 

Senator YarsoroucH (presiding). The subcommittee will come to 
order. 

This morning we will continue the hearing on the legislation that 
has been under inquiry for some days and the first witness will be the 
Honorable Frank Moss, U.S. Senator from the State of Utah. 

Senator Moss. 


STATEMENT OF HON. FRANK E. MOSS, A U.S. SENATOR FROM THE 
. STATE OF UTAH 


Senator Moss. Thank you, Mr. Chairman. 

My presentation will be brief and I will read it from my prepared 
text. 

Iam here to heartily commend this subcommittee for holding hear- 
ings on the compelling problem of a health and hospital insurance 

rogram for civilian Suchen employees, and to urge that a bill 
be reported for the consideration of the Senate. 

I believe almost everyone agrees that it is high time the Federal 
Government goes into partnership with its employees in a cocon- 
tribution program for personal health benefits. The Federal Govern- 
ment has fallen far behind private industry in participating in health 
insurance. It has even fallen behind big city governments like Phila- 
delphia and New York in providing such protection. 

As a matter of fact, I think it can be reasonably argued that the 
Federal Government has responsibilities to help prepay health serv- 
ices for its employees that transcend those of private industry, be- 
cause the Federal Government should set the pace and point the wa 
for other employers. It seems instead that we are tagging behind. 

We all know the need for prepaid health insurance. A major 
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illness can bankrupt a moderately affluent family and plunge a family 
with no financial backlog into insurmountable debt. It is not a matter 
of whether a family has been prudent—even the greatest of prudence 
in today’s high cost of living economy is not enough to pay for the 
full care and treatment medical science has made possible to us in a 
prolonged and serious illness. 

It has been said, and with due cause, that only the very rich, and 
those who must accept charity, can afford to be seriously ill today, 
The 2 million Federal employees want a plan which will help them to 
pay their own way—and to pay it fully. Their incomes are modest, 
and for most of them a cocontribution plan with the Government they 
serve is their best opportunity of securing family health protection. 

I have read with interest both the programs sponsored by the ad- 
ministration, and the bill on which these hearings are being held, 
S. 94. There are a few general principles which I hope will be 
embodied in any bill which is reported : 

(1) The program should, of course, be voluntary. 

(2) It should permit the widest choice of coverage among plans 
established. 

(3) Some type of coverage should be provided, at not too great 
an expense to the Government, for our retired civil service employees. 

In closing, may I reiterate my belief that since the Federal Gov- 
ernment is one of the largest employers in the country, the Congress 
has a responsibility to see that as much is done for Federal em- 
ployees in health insurance as is done by private industry. I am 
confident that this distinguished subcommittee will report a practical 
and realistic bill to meet this problem. 

Thank you for your courtesy in giving me this time to appear 
personally. 

Senator Yarsoroucu. Senator Moss, on behalf of this subcom- 
mittee and the full Post Office and Civil Service Committee, I want 
to thank you for taking the time to come here and give us the benefit 
of your views, written out like this and for the benefit of the staff, 
I want to say that I don’t think any Senator works more diligently 
than Senator Moss in the various legislations that have come before 
us. 
This prepared statement shows he has studied both the bill intro- 
duced by Senator Johnston and the administration bill and it is the 
type of hard work that goes so far in the Senate that enables us to 
come out with sound legislation for the benefit of all the people. 

I certainly concur with your statements about the Federal Govern- 
ment lagging behind when it should be setting the pace. I am glad 
you came here to publicly make this statement and help call the atten- 
tion of the people of the country to the fact that their Federal Gov- 
ernment as an employer is not keeping step with private industry and 
the larger States in the Union in population in the type of opportuni- 
ties it offers to its employees. 

Thank you very much. 

Senator Moss. Thank you, Mr. Chairman. ‘ 

Senator Yarsorouen. The next witness is Mr. Manton Eddy, vice 
president, Connecticut General Life Insurance Co. 
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STATEMENT OF MANTON EDDY, VICE PRESIDENT AND SECRETARY, 
CONNECTICUT GENERAL LIFE INSURANCE CO., HARTFORD, CONN., 
APPEARING ON BEHALF OF THE AMERICAN LIFE CONVENTION, 
THE HEALTH INSURANCE ASSOCIATION OF AMERICA, AND THE 
LIFE INSURANCE ASSOCIATION OF AMERICA 


Mr. Eppy. Mr. Chairman, my name is Manton Eddy. I am vice 
president and secretary of the Connecticut General Life Insurance 
Co. of Hartford, Conn. I am appearing today on behalf of the 
American Life Convention, the Health Insurance Association of 
America, and the Life Insurance Association of America, three as- 
sociations having a combined membership of over 400 insurance com- 
panies. Collectively, these companies have more than 95 percent of 
the group accident and health insurance in force in the United 
States. 

I wish to express our appreciation to the subcommittee for the op- 
portunity to appear today. We wish to be of as much help as possible 
and we will freely make available our experience in this field. We have 
had a deep interest in the problem of health care insurance for Federal 
employees since the President first recommended coverage to Congress 
in 1954. 

It is a matter of record that there has been a tremendous growth 
in the health insurance coverage in the last decade. Today, of the 
more than 121 million persons protected against the cost of hospital 
and doctor bills through insurance company programs, Blue Cross 
and Blue Shield and other health care plans, 74 million are covered un- 
der insurance company policies. These policies are provided on both 
a group and an individual basis by the many hundreds of insurance 
companies handling health insurance in the United States. Benefit 
payments by these companies during 1958 are estimated at an un- 
precedented $2.6 billion, or more than $7 million a day. 

Our member companies warmly endorse the proposal to make health 
care insurance available to the employees of the Federa] Government. 
More and more employers today are making such benefits available to 
their employees, and the Federal Government should be no exception. 
It is obvious that the objective should be a plan that is useful, equi- 
table, and adequate, and that to the extent possible a generous and 
realistic one on the part of the Government, taking into account cus- 
tomary practices around the country, and, very necessarily, budgetary 
consideration. 

The phenomenal growth of health care insurance over the last 20 
years has naturally created problems. More people are going to 
hospitals and are availing themselves of medical services than ever 
before. While this has unquestionably created improvement in the 
physical care and condition of the American people, it has created 
problems of utilization and of handling of the coverage. I would like 
to set out certain conditions which are important in connection with 
the administration of any health care insurance plan. 

1. The insurers and the policyholder should cooperate closely in 
the daily administration of the program and in securing understand- 
ing and support of the program by the employees and very im- 
portantly by the providers of medical care and services, principally, 
the doctors and the hospitals. 





290 HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 


2. Reimbursement for charges on which benefits are based should 
be limited to amounts which are regularly and customarily charged 
for necessary care and service in the area in which they are provided. 

3. Guidelines for what is regular and customary for the various 
geographic areas should be determined after consultation with rec- 
ognized representatives of the providers of medical care and services. 

4. Administrative mechanisms should be established to review these 
guidelines periodically and to act on exceptional cases. 

We have reviewed with interest the recommendations made to this 
subcommittee by the Civil Service Commission. The general form of 
suggested coverage follows recognized insurance patterns that have 
already been established and it seems to us that a program of this 
general nature should prove to be fair and equitable and administra- 
tively feasible. This comprehensive type of program is the most 
recently developed plan of health care insurance. It has grown rapid- 
ly and within a period of 4 years over 5% million individuals have be- 
come covered. 

The benefits outlined in S. 94 are also ones which follow established 
patterns that have been successfully used. It is understood that it is 
intended to include the important control of an overall dollar limit on 
benefits. The Civil Service Commission has given detailed comments 
with regard to this bill which have been very thoughtfully prepared. 
An important difference on which I might comment is one of cost, in 
that the estimates of cost which witnesses have given for S. 94 are sub- 
stantially greater than those given for the general pattern recom- 
mended by the Civil Service Commission. Where hadlgebs consid- 
erations are important—and they cannot be ignored—it should be 
recognized that the available insurance dollars are best used when they 
are concentrated on benefits which are available in the time of des- 
perate need when costs of illness have reached a catastrophic point, 
perhaps verging on financial disaster. Where a choice is to be made, 
it should be made in favor of the last dollar and not the first dollar of 
protection. 

There has been discussion before the subcommittee with regard to 
indemnity plans and service plans. It might be well to identify 
clearly what is being talked about. Simply stated, an indemnity plan 
is one which provides for benefits when health care is received. These 
benefits may be payments in partial reimbursement or in full reim- 
bursement of the charges incurred. Such payments may be made 
to the individual himself or, in turn, may Se made directly by the 
carrier to the doctor or the hospital. 

A true service plan on the other hand is one which actually renders 
health care. Obviously, health care service can only be provided by 
hospitals and doctors or other recognized and accredited institutions 
and personnel. 

Dr. Robin Buerki testified before this subcommittee on behalf of the 
American Hospital Association the other day and emphasized this 
point. He said: 

Voluntary health insurance organizations do not provide health services; they 
simply arrange for their financing. 

There are, in fact, very few true service plans, but, as an example, 
one might cite Permanente on the west coast with respect to both 
hospital and medical care and HIP in New York and Group Health 
Association locally with respect to medical care only. 
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The great number of the so-called service plans do not and cannot 
render health care. In fact, as Dr. Buerki said, they are merely 
health mechanisms. Their arrangements are such that they solely 
provide that when a subscriber receives health care of a certain type 
under certain conditions there will be no direct charge made to the 
subscriber. Under such conditions the plan reimburses the hospital 
or the doctor in full for charges. However, under other conditions 
there are direct charges to the subscriber and the plan reimburses the 
hospital or the doctor for only a portion of the total charge. Under 
still other conditions the subscriber is obliged to pay the full charge 
himself and the plan makes no reimbursement at all. 

The recommendations of the Civil Service Commission have in- 
cluded deductibles and coinsurance. A deductible has certain advan- 
tages: it applies to the initial dollar of the cost of illness. It therefore 
applies to many people, but to a moderate degree. 

The utilization of these same dollars to apply for the benefit of 
those who are exposed to catastrophic costs from major illnesses make 
the maximum effective use of available dollars. A deductible will 
also operate to remove the substantial administrative burden of han- 
dling a very large number of very small claims for minor illnesses. 
This results in a much more economical and efficient health care 
program. 

Coinsurance, in turn, has the obvious effect of reducing the cost 
of a health care program by limiting reimbursement to something less 
than the total bill. It has great psychological value in creating a 
partnership with the patient himself, one which the physician and 
the hospital in turn will recognize. Many of the claims and counter- 
claims made with respect to the deductible and coinsurance factors 
seem to be subjective and lacking of statistical proof. 

In conclusion, I would like to reiterate on behalf of the insurance 
business its desire to cooperate with the subcommittee in the develop- 
ment of a sound plan of health care insurance for Federal employees. 
We offer all of our facilities and experience to assist the subcommittee 
and its staff in its further deliberations. 

Mr. Chairman, I have attempted to be brief in my remarks and to 
simply highlight some of the principal points in connection with the 
problem before you as well as to indicate its complexity. 

I would like also to submit three documents which elaborate on 
some of the points I have raised. These documents are “Comprehen- 
sive or Single Plan Major Medical Insurance,” by Dr. Elmer Hess, 
which is reprinted from the Journal of the American Medica] Asso- 
ciation of February 1, 1958: “The Extent of Voluntary Health In- 
surance Coverage in the United States as of December 31, 1957,” pub- 
lished by the Health Insurance Council; and “The Health Insurance 
Story,” also published by the Health Insurance Council, with partic- 
ular reference to chapters 3 and 4 which deal with problems of con- 

.trol, with coinsurance and deductibles and with the different ap- 
proaches to health care insurance. 

These three documents, Mr. Chairman, have already been submitted, 
I understand, for your use. 

(The three documents are on file with the committee for reference 
purposes. ) 





292 HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 


Senator YarsoroucH. Thank you, Mr. Eddy, for this statement 
which raises a number of points that the subcommittee and commit- 
tee in Congress wil] have to decide in the adoption of any plan for 
Federal employees, any health plan. My obligations are such that I 
am required to leave for an executive committee meeting where we are 
voting on bills and I must be there. 

Now this is an important matter to develop and I am going to turn 
the questioning over to the staff members, while Iam gone. They are 
very skilled on this matter and familiar with it and it will be printed 
in the record, of course, for all of us to read before we vote. 

Gentlemen, I will turn this over to the staff. As I said, I am re- 
quired to leave. Thank you very much. 

Mr. Brawtey. Mr. Eddy, you indicate that many of the statements 
about deductibles and coinsurance are subjective and lacking of statis- 
tical proof. Are you able to offer such proof here this morning, or 
later ? 

Mr. Eppy. It is very difficult to say what would have happened, had 
current conditions been different. There are cases which can be docu- 
mented, where a plan, which found its claim costs out of line with the 
premiums that were being received, found it a satisfactory means of 
reducing the total claim load by introducing a deductible feature. In 
fact, I believe that rather recently the plan of coverage for the em- 
ployees of the State of Massachusetts installed a $25 deductible, pre- 
sumably in the belief that it would reduce the total claim load and 
keep the increase in premiums which were apparently necessary, from 
going beyond a point which was desired to be undertaken. 

Mr. Brawtey. With respect to deductibles on hospital bills—say 
the first $25 or $50—it is rather hard to understand how this reduces 
the cost of the processing of such claims. The hospital submits one 
bill, calculating the deductible and the coinsurance would add to the 
cost of processing, rather than the reverse, wouldn’t it? 

Mr. Eppy. A deductible on the hospital bill would have no effect 
on reducing the cost of processing, I believe. The types of claims I 
referred to are the minor ones which are within the deductible amount. 
It is of course conceivable that—and it is true there are a few hospital 
bills which are incurred from very short stays in the hospital which 
might be within the $50 deductible suggested. It is not the normal 
situation, however, with respect to hospitalization. 

Mr. Brawtey. You say about 5 million have insurance of the type 
proposed by the Civil Service Commission. Would you care to com- 
ment further on the experience under these plans? 

Mr. Eppy. I think the experience with relation to employee satis- 
faction has been excellent. The insurance companies, at times, have 
found that their ability to project rates with accuracy, have had spotty 
results. Some have been unfavorable and required readjustments of 
rates and others have not required readjustment of rates. 

Mr. Brawtey. Let me read some statements that have been sub- 
mitted tothis committee. I quote from Mr. Cody. Mr. Cody predicted 
there will be a trend away from full area major medical coverage 
when plans come up for renewal and the employer is faced with the 
impact of increased costs. Experience continues to vary by areas, 
since it is impossible to make rates on a city by city or State by State 
basis, various actions must be expected. Do you have any comment 
on a statement like that? 
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Mr. Eppy. I am not entirely clear, Mr. Brawley, as to comment you 
would wish. That is a statement by Mr. Cody, did you say? 

Mr. Brawtey. That is a statement attributed to Mr. Cody. 

Mr. Eppy. With respect to the setting of rates, I think most in- 
surance companies have attempted not to assign rates too narrowly. 
It is a good principle of insurance to have broad classifications and 
not narrow the classifications any more than is necessary and I would 
think the narrowing of classifications by geographical areas would 
be one that all of us would prefer to keep on as broad a basis as pos- 
sible. There is no question but what the cost of care, both hospital 
care and medical care, does vary by localities, and areas of the coun- 
try. Presumably those are normal factors. 

We know the cost of living varies by sections of the country. The 
problems of handling on a national scale, a program which applies 
to employees who are in various geographical areas’ is not an in- 
soluble one. The comment one can make about the rising claim load 
is that it can be presumed that most of it indicates more care and 
better care for the American people and the problem of the insurer 
is to set his rates on an appropriate level and to find the type of 
benefit which will be most useful to the individuals concerned. 

It is our conviction that when the patient shares in the problem— 
through coinsurance and some deductibles at times—when there is 
coordination between the employer and employee and the insurer, 
when the problems are understood, when the scope of benefits is un- 
derstood, when the doctors and the hospitals of the community are 
brought into an understanding of the problem, there is a very effective 
relationship which will work well for the individual, to the benefit 
of the individual and the program as a whole. 

I believe that recently, before this committee, a representative of 
General Electric appeared and testified with regard to their plan. 
I was not privileged to be here that day and I do not know in detail 
what he said but I would assume he touched on some of the work 
General Electric has done with doctors and hospitals in the various 
communities because they have done an outstanding job of explana- 
tion of their program and they have managed to create a climate of 
understanding and cooperation which has proved to be very beneficial. 

I would assume the Federal Government, with its prestige and per- 
sonnel, would have the ability and would create a very effective work- 
ing relationship in the various communities where Federal employees 
are located. 

Mr. Brawtey. Do you believe that the deductible feature would 
keep some people from obtaining care ? 

Mr. Eppy. That claim has been made very frequently, Mr. Brawley. 
I have never seen statistical proof of that. 

Mr. Brawtey. I[ think Mr. Willis admitted here the other day that 
it had not been very successful in California because of the high costs. 

Mr. Eppy. Well, the deductible is not intended to keep people from 
utilizing necessary care. It does operate to reduce the cost of the 
insurance premiums in the plan. It does rule out minor occurrences, 
it does reduce the number of small claims. It has been used effective- 
ly—I believe many Blue Cross plans offer an alternative of the de- 
ductible. 

Mr. Brawtey. Do you have any questions, Mr. Paschal ? 
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Mr. Pascuat. No. 

Mr. Brawtey. Mr. Kerlin? 

Mr. Keriin. What has been the trend in the rates established by 
the insurance companies for major medical insurance ? 

Mr. Eppy. The trend in rates for major medical, for comprehen- 
sive, for hospitalization, for surgical has been upward. The trend 
in rates for Blue Cross and Blue Shield has been upward. In other 
words, all of us in the health insurance field have had a definite up- 
ward trend in rates, which is a very natural reflection of the greater 
use of hospitals and medical care by the American people. 

Mr. Kerry. Has the adjustment upward been due to the increase 
or has it been due, partially, to the fact you did not have prior expe- 
rience in the field and found adjustments would have been necessary 
without the increase in the cost of medicine ? . 

Mr. Eppy. I think the upward adjustments have come about be- 
cause of the increased utilization of medical and hospital services and 
of the greater cost. All hospitals are faced with budgetary problems. 
They have found their costs increasing steadily. The record shows 
an average increase of at least 5 percent in the cost of operating hos- 
pitals and I think those who are close to it in the hospital field are 
predicting a continuance of that trend. 

Mr. Kerwin. This is a relatively new field. Do you feel it should 
have had sufficient experience in the field of major medical insurance 
to be able to set reasonably accurate, fair rates? 

Mr. Eppy. I feel as confident in that field as I do in the hospital 
and surgical field, sir. We are dealing with a situation that is not 
static. There is, and there has been a trend toward greater costs in 
the field of health care. Our own belief is that will continue. We 
know that, therefore, to set rate levels which will not increase re- 
quires us to set rate levels noticeably above what we need today, in 
order not to increase the rates tomorrow. 

Actually it is difficult to persuade those who are buying coverage 
that they should be paying a larger amount than they need to today, 
in order to avoid rate increases tomorrow. I think, though, that 
many of us at times do succeed in making such a proposal stick, with 
a very farsighted employer, but where we are dealing with premiums 
which are equal to the costs of coverage today, we know that our 
rates must be higher tomorrow. And that is true of all of us in the 
field of health care insurance. 

Mr. Keritn. One final question: Have you any suggestions as to 
controls that might tend to restrain exorbitant charges or increase 
the cost of medical service ? 

Mr. Eppy. The suggestions in my statement were intended to create, 
in the various communities where the insurance would be effective, a 
climate of understanding of the program among the Government, the 
doctors and the hospitals, and the employees, to the end that we could 
get the most happy and most satisfactory results. __ 

The question of what is or what is not an exorbitant charge for a 
given service is a very difficult thing to establish. It again is a sub- 
jective thing. We were suggesting that the program be geared to 
regular and customary charges, or rather the reimbursement provided 
by the program be geared to that; under circumstances where charges 
were made that were beyond the regular and customary, the plan 
would not reimburse for those charges. But that requires active and 
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full cooperation between the individual, the Government, the insurer, 
doctors, and hospitals. 

Mr. Kerurn. Thank you. , 

Mr. Brawiey. Mr. Eddy, we have received widely different esti- 
mates on the cost of S. 94 and they vary as much as 33 percent. Has 
the group of companies which you represent made an estimate of its 
cost so you can give us a figure here this morning ? 

Mr. Eppy. I am sorry, sir, we have made no attempt to estimate 
costs. I had not realized that you had cost estimates that varied that 
much. Perhaps I failed to follow the testimony before you as closely 
as I thought I did. 

Mr. Brawtey. Perhaps I can enlighten you abit. The Civil Service 
Commission said it would cost $405 million, and Blue Cross and Blue 
Shield $313 million. That is quite a difference. 

Mr. Eppy. That is a substantial difference. Those are two figures 
I am familiar with. It was my impression they were not on com- 

arable bases. The civil service calculation of 400-odd million dollars 
believe included some $40 or $50 million, did it not, for a prefunding 
for retired employees? Maybe it was $60 million. 

Mr. Brawtey. I don’t believe that is so. I believe they were on a 
comparable basis. 

Any other questions? 

(No response. ) 

Mr. Brawtey. Thank you, Mr. Eddy. Thank you very much, 

The next witness is Thomas G. Walters, operations director, Govern- 
ment Employees’ Council, AFL-CIO. 


STATEMENT OF THOMAS G. WALTERS, OPERATIONS DIRECTOR, 
GOVERNMENT EMPLOYEES’ COUNCIL, AFL-CIO 


Mr. Chairman, with your permission, I would like to make a short 
statement that was prepared by James F. Bailey, representative of 
the United Brotherhood of Carpenters and Joiners of America in 
support of S. 94 and also a statement prepared by Everett G. Gibson, 
legislative director of the National Federation of Post Office Motor 
Vehicle Employees. These two member unions of the council thought 
that in an effort to cooperate and expedite these hearings, they would 
just like to file a statement for the record. 

ee They will be inserted in the record following your 
remarks. 

Mr. Watters. By way of introduction, I am Thomas G. Walters, 
operations director of the Government Employees’ Council AFL-CIO. 
The council is made up of 24 national and international unions and 
associations whose membership, in whole or in part, are Federal and 
postal employees, represents a, membership in excess of one-half 
million. 

Mr. Chairman and members of the subcommittee, on behalf of the 
officers, delegates, and the operations director of the Government Em- 
ployees’ Council we greatly appreciate Senator Olin D. Johnston, 
chairman of this committee, for the introduction of S. 94 which was 
cosponsored by Senator Beall, of Maryland. We are, likewise, grate- 
ful to Senator Neuberger, as chairman of this Insurance Subcom- 
mittee, and to his colleagues, Senators Yarborough, Jordan, Carlon, 
and Morton for scheduling and holding hearings on S. 94. 
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Mr. Chairman and members of the subcommittee, about 4 years 
ago the officers of the Government Employees’ Council appointed a 
special hospital and medical committee consisting of Brothers E. (. 
Hallbeck, legislative representative, National Federation of Post 
Office Clerks; Jerome J. Keating, vice president, National Associa- 
tion of Letter Carriers; James A. Campbell, president, American 
Federation of Government Employees; William H. Ryan, president, 
District No. 44, International Association of Machinists; Paul A. 
Nagle, president, National Postal Transport Association; and Harold 
McAvoy, president, National Association of Post Office and Postal 
Transport Service Mail Handlers, Watchmen, and Messengers, with 
the operations director of the Government Employees’ Council as ex 
officio member. This committee has spent many weeks studying the 
ramifications of hospital and medical care, as it would affect the Fed- 
eral and postal employees. Also this committee has met with Members 
of Congress and staff, officials of health and insurance companies, offi- 
cials of the executive branch of our Government, and we believe that 
S. 94 is a fair, just, and honest approach to the coverage of Federal 
and postal employees under a health and medical program. 

This committee in studying many reports from the Department 
of Labor, and from other medical and hospital sources, are thoroughly 
convinced S. 94 falls short in many respects of the present day trend 
of contracts which are being made daily. Over the past 10 or 20 
years there has been a great trend toward the employer paying a 
greater share of the cost of hospital and medical care. We in the 
United States believe that a healthy people make for a happier 
people and, therefore, the employer, generally speaking, are happy 
to pay the greater share of the cost of keeping their people well and 
for having a happy group of employees. 

According to reports that are daily being received by the Depart- 
ment of Labor it strongly indicates that within just a short period of 
years employers will be paying 100 percent of the cost of hospital and 
medical care. 

It is our opinion, when S. 94 becomes law this will be one of the 
greatest achievements of our generation in the field of socially de- 
sired legislation. Perhaps not since the enactment of the Employee 
Compensation Act and the Civil Service Act S. 94 will do more to 
maintain a healthy, happy, and contented group of employees in the 
eben service than any legislation that has been enacted by the 

ongress. 

Babenary 1958, President George Meany and Secretary-Treasurer 
William F. Schnitzler—AFL-C1O—issued a report based largely on 
information furnished by the U.S. Department of Labor on hospital 
and medical plans which the Department of Labor surveyed in late 
1955. From this report issued by President Meany and Secretary- 
Treasurer Schnitzler the BLS study reports that as of 1955—93 
percent of the plans extended some type of benefit to dependents of 
workers. The benefits provided for dependents were a combination 
of hospital, surgical, and medical benefits and the level of benefits for 
dependents was usually the same as for workers. Back in 1955— 
76 percent of these plans provided the same benefits for dependents 
as for the employee. This report also showed that the financing of 
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dependents’ benefits for most workers was handled entirely by the 
employer: 

A majority of health and welfare plans are now paid for wholly by the 
employer. The marked trend in recent years has been to reduce or eliminate 


any requirement of worker contributions, so that the employer finances the 
entire plan. 


It has now become customary to negotiate health benefit coverage not only 
for workers but for their dependents as well, inasmuch as medical bills are as 
much of a burden for the worker whether they arise from his own illness or 
from that of another member of his family. 

More than 52 percent of the plans surveyed in 1955 covered about 
two-thirds of the workers in the BLS study, extended one or more 
benefits to retired workers. About 80 percent of these plans, how- 
ever, did reduce the benefits to retired people below the preretirement 
level. Dependents of retired workers were also usually covered 
by extended hospital, surgical, and medical plans. Almost 85 percent 
of these plans for retired workers covered their dependents too, and 
the level of benefits for their dependents was the same as that of the 
retired workers. 

Financing of retired workers’ benefits was in a majority (54 per- 
cent) of plans handled entirely by the employer. In 32 percent of 
the plans for dependents of retired workers expenses were borne en- 
tirely by the employer. 

This, Mr. Chairman, gives you a glimpse of the trend back in 1955 
and today as the reports are being received they will greatly surpass 
the reports of 1955 as to the cast of the coverage of hospital and medi- 
cal plans by the employer. 

We believe, Mr. Chairman, that the enactment of S. 94 will not only 
be a tremendous help to Federal employees but will pay big dividends 
to the Government in reduced absenteeism and will increase efficiency 
and productivity. A healthy person with less effort can increase his, 
or her productivity much easier than an employee who is not in the 
best of health and who is depressed because of medical bills he, or she 
can not meet. 

Mr. Chairman, you and the rest of us who have experienced hos- 
pital and medical bills recently know full well that the cost of these 
services have increased by leaps and bounds during the past few 
years and that a large group of Federal and postal employees, es- 
pecially those of the medium and low salary brackets, just don’t have 
the money to pay the high cost of hospital and medical services. With 
these facts staring us in the face S. 94 is a good anchor for these 
people and for all Federal and postal employees. In our opinion, it 
would not only be good for the employees but. for the Government as 
well. §, 94 is a flexible bill and, in our opinion, any hospital and 
medical benefit plan covering more than 2 million Federal employees 
must be a flexible plan in order for the employee to obtain the type of 
coverage that best meets his, or her needs. 

We are not in favor of a group selection rather than an individual 
selection. We do not believe that by giving the employee the right 
to make a selection will increase the cost from the overall standpoint. 
Competition has always aided and assisted those who were making 
the purchase and: competition in the hospital and medical field would 
provide a true course to low cost. 

We are confident if the American people during the past 10 or 20 
years had had a greater opportunity to make sections of hospital and 
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medical plans the cost of these services today would be much less 
than they are. 

We are most anxious that section 13(b) of S. 94 be retained. This 
had to do with the coverage of retired employees. It is not only needed 
by the retired people, but it is a recognized trend in private industry. 

Mr. Chairman and members of the subcommittee, Monday, April 
20, I was privileged to attend a postal meeting in Washington, D.C., 
and a wife of a retired employee was telling me of the great increase 
of cost of the hospital and medical care for her and her husband. 
Prior to his retirement the monthly premium was $6.90 but after his 
retirement the rate was increased to $32.55 every 3 months. Something 
must be done to offset this type of an increase. The enactment of S. 
94 will be a step in the right direction. 

Mr. Chairman and members of the subcommittee, over the years the 
Special Committee of the Government Employes’ Council has ac- 
cumulated many facts and figures, and many of these have been 

resented by other witnesses who are members of the Government 

mployes’ Council’s subcommittee, or members of the Government 
Employes’ Council and, therefore, I am not duplicating these reports 
because it would only tend to lengthen the hearings on this legisla- 
tion. Therefore, on behalf of the Government Employes’ Council, and 
the more than one-half million members that we con the honor and 
privilege to ents we plead with you with all the sincerity we 
possess to speedily approve the provisions of S. 94. We trust, that 
this the first session of the 86th Congress will adopt your recommenda- 
tions. 

I appreciate the opportunity of appearing before this committee 
and again thank you, Chairman Neuberger, for long hours of patient 
listening to our testimony and for the great interest that you have 
personally manifested in this type of legislation, and thanks to the 
members of your subcommittee and to all the members of this com- 
mittee, and especially we thank Senator Johnston for sponsoring this 
legislation. 

I would like to make one or two very brief comments on the ques- 
tions now before this subcommittee. : 

Of course we appreciate greatly Senator Johnston’s introduction of 
S. 94, and also the early scheduling of these hearings by Senator 
Neuberger and the work of the staff and members of the committee in 
bringing this important question to the attention of the Congress and 
the American public. 

Some comment has been made during the hearings relative to choice 
of policies by employee. We of the Council, attempting to do what 
we believe is best for the masses of the employees of the Federal Gov- 
ernment, feel very keenly that as wide a choice as is humanly possible 
should be granted to the employees of the Federal Government in 
electing the type of policies that they feel best cover their needs. 

I think one thing we should keep in mind is that we are dealing 
with a group of people with more than 50 percent of them receiving 
less than $5,000 a year in salary. These people in the smaller income 
brackets must, of necessity, watch their nickels and dimes very closely. 
And I am sure that this committee and the staff wil] keep that upper- 
most or on the top level of their thinking, that the people that need 
help the most in the Federal Government are the people least able 
to pay the bill. 
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Mr. Brawtey. Do you believe that the Civil Service Commission’s 
proposal would deny care to some of these people? 

Mr. Watters. I do. I believe, as someone stated here, that many of 
these people making $3,000, $3,500, or $4,000 would be forced to elect 
to buy ¢lothing or food and let the medical attention of their wives 
and children go unattended. Someone stated here that if Johnny 
needed a pair of shoes and needed to go to the doctor, out of these 
low-income groups, Johnny would get the shoes and would wait, or 
put off going to see the doctor. 

So we feel that the deductibles would hurt the great masses in the 
Federal Government much more than it would have a tendency to 
hold down the rates. 

First of all, in my opinion, preventive medicine, or prevention of 
illness is much more important than going to a hospital for an opera- 
tion, because if you can prevent many of these things by early atten- 
tion by the doctor, we can save perhaps many of these larger bills. 

So for that reason, and others, we feel that the deductible portion 
of the Commission’s recommendation is not workable for the group 
of people that are in the Federal service. 

Another thing, we don’t feel that the Commission’s $200 limit, with- 
out going into a profit-sharing pav, is anything like enough, because 
you cannot hardly get into a hospital and out now for $200. Those 
of us who have had the unfortunate experience of having to go in and 
out of hospitals know that to be true. About 5 years ago the Govern- 
ment Employes Council appointed a special committee to make a de- 
tailed study of hospital and medical care for Federal and postal 
employees. 

This committee has met many times with you and your staff, and 
with the other staff people on the Hill, with groups at the Civil Service 
Commission, the hospitalization people, and they have attempted to 
do a real honest-to-goodness study job and to make recommendations 
to you and to Senator Johnston and others on this health program, 
and from these meetings and from many conferences, S. 94 was de- 
veloped by you and the members of the staff of this committee and 
we believe it covers the needs for the moment of the great group of 
peonle who work for the Federal Government. 

3 We certainly endorse and will continue to support the intent of 
We 94, 

Some mention was made this morning about area rates. That might 
have some place in our economy for people who work for private 
industry, but we do not believe that in the Federal Government we 
should have any area rates. We believe that an employee should 
receive the same benefits, regardless of what section of the country he 
might live in. 

Now, briefly, Mr. Chairman, that is our position, and we of course 
will be happy to work with this committee and its staff to render any 
service that we can, to bring about legislation that will give some 
hospital and medical protection to the men and women who work for 
the Federal Government. 

Thank you very kindly. 

Mr. Brawtey. Thank you, Mr. Walters. 

Mr. Pascua. Mr. Walters, what do you think about a 50-50 basis 
on cost ? 

399925920 
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Mr. Watters. Well, we prefer one-third by the employee and two- 
thirds by the Federal Government, but if that is the only question 
that needs to be resolved to give us a good workable hospital and 
medical plan, why, we would, [ am sure, support a 50-50 plan. 


Mr. Pascuat. You may have covered this when I was out,'and if 
you have, just tell me. 


Would you be in favor of any plan covering all types of medical 
expense ¢ 


Mr. Watters. Yes. That is a kind of a big question for a quick 


answer, but if I was going to make a direct answer, I would say, yes. 
Mr. Pascuau. Thank you. 


Mr. Brawtey. Thank you very much, Mr. Walters. 
(The statements filed by the witness follow :) 


STATEMENT OF JAMES F’. BAILEY, REPRESENTATIVE OF THE UNITED BROTHERHOOD 
oF CARPENTERS AND JOINERS OF AMERICA 


My name is James F. Bailey, and I am a representative of the United Brother- 
hood of Carpenters & Joiners of America, appointed by our general president, 
Mr. M. A. Hutcheson, to represent our members in civil service employ. I.am 
grateful for the opportunity to present this statement in behalf of these and 
other Federal employees and will endeavor to make my statement brief. 

It is not my intent to go into the technicalities of the bill because members of 
this subcommittee have better knowledge than I of the workings of such matters. 
I do wish to point out, however, that health and hospitalization insurance 
financed by employers is not a new item in the United Brotherhood of Carpenters’ 
contracts with private employers. For the most part these contracts call for the 
employer to wholly finance such plans. 

I do realize, however, that the situation in Federal Government is somewhat 
different, and I do believe the approach made by Senator Johnston in S. 94 is 
an equitable and fair solution. 

As the members of this subcommittee know, very few people are in a posi- 
tion to set aside from their weekly earnings sums sufficient to take care of 
ordinary illnesses much less any major sickness. The Johnston bill would assist 
the Federal employees in their providing for unforeseeable conditions. 

If any changes are necessary in the wording of the bill, both as to benefits 
and the method of financing, I know that the best interests of the employee and 
the Federal Government will be protected by the distinguished members of this 
subcommittee. 

Again I wish to express the thanks of the organization which I am privi- 
leged to represent for this opportunity and respectfully urge the members of 
this committee to favorably and expeditiously report S. 94. 


STATEMENT OF EvereTT G. Grsson, LEGISLATIVE DIRECTOR, NATIONAL FEDERATION 
or Post OFFICE MOTOR VEHICLE EMPLOYEES 


My name is Everett G. Gibson. I am the legislative director of the National 
Federation of Post Office Motor Vehicle Employees, AFL-CIO. Our membership 
is composed of all employees of the Post Office Motor Vehicle Service, who oper- 
ate Government-owned vehicles and perform complete maintenance on all vehi- 
cles used by the Post Office Department. 

I would like to express the sincere appreciation of our membership to Sena- 
tor Olin D. Johnston for his sponsoring of S. 94, to you, Mr. Chairman and the 
members of your committee, for holding hearings on this most important legis- 
lation. 

On behalf of our organization, I would like to endorse S..94, and we sincerely 
hope that it will be reported out of your comimttee and enacted into law dur- 
ing the 86th Congress. The enactment of legislation that will provide health 
insurance for all Federal employees is long overdue and we are confident that 
this committee will resolve this most eontroversial legislation. “1 

Mauy of our locals within our organization do have group hospitalization 
with Blue Cross and Blue Shield. One of the reasons that they have selected 
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this group insurance is. that the Blue Cross pays all bills direct to the hospital 
and the doctors. We have found that our members do not have the necessary 
available moneys to pay for the service rendered. The Blue Cross has an 
established credit with all hospitals and doctors which eliminates the need for 
any outlay of moneys by our members. This type policy is not found in other 
private hospitalization insurance companies, as the individual must pay all 
bills and collect at a later date from the company, which is a hardship on our 
members. 

The Blue Cross and Blue Shield group was started on February 27, 1952, in 
the New York City local and is still in effect as of this date. Listed below are 
the veg ae will indicate the cost of such coverage during the period of 
1952 to : 


1952: 
Individual contract 
Husband and wife 


1952, April: 
Individual contract 
Husband and wife 


Individual contract 
Husband and wife 


This group contract covers hospitalization, medical and doctors fees when at- 
tending a patient at the hospital. 

We also have a plan which is available to all members and their families on a 
national basis and is administrated by Russell M. Tolley Associated, Inc., 716-718 
Warner Building, Washington, D.C. These contracts have been placed with the 
American Standard Insurance Corp., of Indianapolis, Ind. Attached to our 
statement? is a copy of the group insurance program, listing the various plans 
andthe cost of same. It is our opinion that the cost of these plans may be 
helpful to this committee. 

I would like to call to attention of this committee an article that appeared in 
News Front, issue of April 1959: 


“HOW MUCH FOR HEALTH INSURANCE? 


“ ‘Basic’ costs least, provides minimum; higher-rate policies 
are tailored to need 


“What health insurance plan should you choose for your company’s employees? 

“More than 70 percent of the U.S. population (125 million out of 175 million) 
now is covered by group health insurance, either as participants in plans ar- 
ranged through their employers, or as family dependents. (Coverage is highest 
in urban areas, 75 percent, and lowest in rural 58 percent.) 

“The choice, basically, is between the nation-spanning Blue Cross-Blue Shield, 
whose 200-odd affiliates extend some kind of protection to 55 million persons, 
and the more extensive—and more expensive—plans offered by insurance com- 
panies. They claim 70 million coverage. 

“General health insurance, health insurance plan and other ‘independents’ 
similiar to Blue Cross are of mostly local importance. So is the blanket medical- 
hospital protection afforded members by the United Mine Workers and other 
unions. ) 

“Of the almost $5 billion paid in benefits in 1958, $2,6 billion, according to the 
Health Insurance Institute, was paid through insurance companies. Most of 
the rest was paid through Blue Cross. 

“Of the approximately 21 million persons hospitalized annually, more than 8 
million have all or part of their costs paid by insurance companies, and a 
similiar number by Blue Cross. (Coverage often overlaps.) 

“What are the differences? 


? Filed with the committee. 
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“Blue Cross, the pioneer (it began functioning in 1929 in Texas), is cheaper. 
Standard family hospitalization, despite the mushrooming of medical care ex- 
penses, still costs only $64 per year in New York and $81 in Philadelphia ($24 in 
both cities in 1946) compared to close to $200 for a typical insurance group plan. 

“But Blue Cross is limited. 

“Blue Cross itself typically pays part of the hospital cost for a maximum 
number of days (local plans vary, but an example would be $12 per day, with 
the actual cost $20-$30 per day for a private room) plus certain other hospital 
expenses. 

“Its surgical-medical twin, Blue Shield, pays fixed amounts for stated types 
of surgery, certain obstetrical and other fees and, in certain cases, fixed sums 
for office and home treatment. 

“It offers no protection against the catastrophe of months or years of major 
illness, and of course, makes no provision for income loss. 

“The insurance company plans offer as much protection as the insured is 
willing to pay for. 

“They usually come in two forms, basic (like Blue Cross-Blue Shield) plus 
major medical, and comprehensive. 

“Chief difference is the amount of the ‘gap’ paid by the insured, and when this 
comes into effect. 

“In an average basic plus major medical combination, the insured must pay the 
first $100 after the basic runs out before the major medical protection begins. 

“Cost of a typical policy, covering a group of 500 in a Chicago plant, is $16.30 
a month for $10,000 maximum family protection. 

“Comprehensive, and the similar ‘semicomprehensive,’ only come in force, 
like automobile insurance, after the insured has paid the first $25-$100 in any 
one year. 

“A typical $50 deductible group policy, with $10,000 maximum, costs $14 per 
month per family. 

“Best known of the insurance plans is that which protects—in and out of 
season—some 530 active big league baseball players, coaches, and trainers, and 
their dependents. 

“It provides hospital, health, and maternity coverage, including the first $500 
cost of each hospital stay and 80 percent of the rest. Maximum is $10,000, and 
cost to the participants $2 a day during the season. 

“Insurance company plans are in force in thousands of companies, including 
such giants as General Electric, Studebaker-Packard, Rand McNally and 
Warner. Lambert. 

“Loss-of-income benefits provided by insurance companies under group plans 
usually come in force after the employer’s own salary payments stop. 

“Of primary interest to executives, the plans usually pay $150 per week, 
although in one case, at Ford Motor they run as high as $1,000 per month. 

“Blue Cross-Blue Shield and the insurance companies are competitors. 

“One insurance spokesman, obviously referring to Blue Cross, declared that 
‘monopoly has no place in modern medical care.’ 

“But both sides are working through a liaison committee to create a ‘better 
climate’ for ‘voluntary health insurance.’ 

“Certainly neither would weleome such compulsory Government health in- 
surance as that now in force in 7 of Canada’s 10 Provinces.” 

Mr. Chairman, and members of this committee, we sincerely appreciate the 
privilege of presenting our statement to you in support of this important legis- 
lation and hope that we have contributed in some small way in helping this 
committee in this most needed legislation. 


Mr. Brawtey. The next witness is Charles R. Larson, president, 
National Rural Letter Carriers’ Association. 


STATEMENT OF CHARLES R. LARSON, PRESIDENT, NATIONAL 
RURAL LETTER CARRIERS’ ASSOCIATION, ACCOMPANIED BY 
JOHN W. EMEIGH, SECRETARY, NATIONAL RURAL LETTER 
CARRIERS’ ASSOCIATION 


Mr. Larson. Mr. Chairman, I have our national secretary, Mr. 
Emeigh, accompanying me this morning. 
Mr. Braw ey. Fine, glad to have you too. 





HEALTH INSURANCE PROGRAM FOR FEDERAL EMPLOYEES 303 


Mr. Larson. Mr. Chairman and members of the committee, my 
name is Charles R. Larson, and I am President of the National Rural 
Letter Carriers’ Association, representing 36,725 regular, substitute 
and retired rural carriers. This association sponsors health insurance 
plans for our membership and presently is covering approximately 
27,000 persons—members and dependents under those plans. 

We are pleased to appear before this subcommittee and express our 
views relative to the bi S. 94 under consideration, and in general 
to comment on the legislative proposal to provide for Government 
participation in a program designed to assure a sound plan of health 
benefits for its employees. 

The desirability of such legislation is already well established and 
adequately substantiated. The Bureau of Labor statistics show that 
the majority of workers in the Nation do enjoy such protection fin- 
anced either in whole or in part by their employers. The U.S. Gov- 
ernment should do no less for its employees. 

We all recognize that this legislation deals with what at best is a 
complex problem. We believe, however, that S. 94 provides a satis- 
factory base for enacting into law a sound workable program. We 
endorse the bill and wholeheartedly place the National Rural Letter 
Carriers’ Association on record as being in complete accord with its 
objectives. 

We want to take this opportunity too, for commending Senator Olin 
D. Johnston for sponsoring the legislation to provide this important 
and needed benefit for Federal employees. We also appreciate the 
scheduling of hearings on this legislation by this subcommittee. 

It is probable that one plan underwritten by one or several large 
companies would be less costly. We realize, however, that this would 
greatly disrupt existing plans and would undoubtedly work hardships 
on many insurance carriers and the cross plans. 

Selection between service-type and indemnity-type protection is a 
must. for the success of this legislation. This serves to highlight one 
of the most important provisions of S. 94 which provides for a free 
choice of plans to the employee. Employees should not be blanketed 
into one type of protection or the other. The opportunity to select 
will, in our opinion, maintain a healthy and needed area of competition 
and will likely work to the advantage of the program. 

This degree of choice as provided in S. 94 will work to assure the 
installation of a program affording maximum benefits consistent with 
efficient, sound operation under the standards as established in the 
legislation. 

Under such an arrangement, the approval of plans sponsored or un- 
derwritten by national associations has considerable merit. First of 
all it is giving a recognition which surely is due in that associations 
ventured into this field and have served well in providing insurance 
protection to date. 

In addition, many employees like the identity afforded under such 
plans, and they appreciate the liaison between the insurance program 
and themselves which is provided by their association. 

Prepaid health insurance is no longer an experiment. It is a neces- 
sary protection which can only be adequately provided through the 
participation of large groups. The group method of insuring has 
proven its worth. It has helped control costs to the individual and 
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frequently made the difference between proper medical care or the 
lack of it due to high, sometimes impossible costs. 

S. 94 is feasible costwise both for the Government and the employee. 
The enactment of this legislation will be an important day for all em- 
ployees of the Government. This accomplishment will rank with any 
other benefit of employment. 

It will provide an inducement for Government service comparable 
to that presently provided in many private industries and businesses 
and will be a great forward step in maintaining a well-rounded per- 
sonnel program within the Federal Government. 

Employees are cognizant that this is not a gift but a joint ven- 
ture. This is an employer-employee program of a scope which per- 
mits maximum protection consistent with reasonable premium costs. 
Enactment of this program will boost morale and will contribute con- 
siderably to the efficiency of the employee. 

Adequate medical care will be assured, health standards will be 
improved, and the protection for catastrophic illnesses will stand as a 
symbol which most private industry may well—for a change—attempt 
to match with Government instead of the reverse. 

Experience with our own insurance program has amply demon- 
strated the need and value of this type health protection. In the 
operation of our program we have learned of the benefits which were 
made available in many areas where adequate health insurance protec- 
tion could not otherwise be secured. 

Our program has also demonstrated the value of group enrollment 
and shown the financial savings which come through group participa- 
tion which would be provided in the legislation before you. 

Beyond general endorsement of S. 94, there are some pertinent com- 
ments and recommendations we would like to submit for the committee. 

(1) The cost of the program must be kept within the financial 
means of the employee, otherwise the program will be but an empty 
gesture. For this reason we strongly support payment of two-thirds 
of the cost by the Government. The administration’s proposal for just 
the reverse does not represent a proper division of costs. 

(2) We strongly favor the establishment of an advisory council 
with adequate Federal] employee representation and urge that such a 
council be provided for in any legislation reported by your committee. 

(3) Major medical provisions—In our opinion there is not suffi- 
cient data or operating experience presently available to determine 
the basis of contracts in this area of protection for such a large group. 
We do not support previous testimony in regard to this which rec- 
ommended that insurance carriers contract both for the basic cover- 
ages and the major medical. 

We feel it would be to the advantage of all concerned if the Gov- 
ernment should underwrite this benefit until such time as experience 
provides statistics to permit contracting on a sound actuarial basis. 
In lieu of such provision we feel that major medical should be placed 
with one carrier, or several large carriers. 

(4) The bill should provide for effecting the program at the earliest 
possible date. Health needs don’t wait and every day of delay is, in 
effect, denying protection which could otherwise be an important part 
of the personnel package of benefits for each and every emnlovee. 
We feel the need for speed is urgent, particularly in the area of inajor 
medical benefits. 
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While these hearings are being conducted there are those who are 
being subjected to financial costs which will wipe out life savings, or 
make charity cases out of our fellow employees. Each day’s delay 
is at the cost of personal misery, suffering, and staggering financial 
burdens on some employees. Admittedly the number who will need 
the benefits of major medical are small but, in our opinion, that makes 
prompt action even more important. 

(5) We are opposed to the $50 deductibles as provided in the plan 
submitted by the Civil Service Commission. There are no deductibles 
in the program sponsored by this association for our members and 
there is not one shred of evidence to support the theory that first- 
dollar benefits under our plans has encouraged any unnecessary use 
of hospital facilities. 

(6) We do not subscribe to the theory of a “corridor” deductible 
between the benefits of a basic plan and the beginning of benefits 
under major medical. 

(7) We would recommend the fullest possible exploration of a 
method to extend coverage to our retired employees. We cannot 
agree with the Commission plan which would extend “free” insur- 
ance benefits to those who retire in the future. We feel that this 
lacks good actuarial judgment and would prove a type of costly pen- 
alty to the active employee. We do not believe that our retired em- 
ployees would object to paying a fair cost for the protection they 
would receive. 

Our older citizens today are not complaining about paying for 
insurance protection. Their objections are to unreasonable costs in 
relation to the protection provided, and in many cases the fact that 
insurance cannot be secured. 

Mr. Chairman, we appreciate this opportunity of appearing before 
your committee and expressing our opinions and recommendations on 
the legislation before you. 

Mr. Braw ey. I think you are to be congratulated, Mr. Larson, on 
this fine statement. Do you have any idea what the cost of S. 94 
would be? 

Mr. Larson. No more than the figures that have been submitted. 
We haven’t made any study on the cost of S. 94. We are accepting 
the figures as discussed here and seem at the present time to be in- 
determinate. I would suggest, in addition to that, it is quite common 
that the Government estimates are usually, if not always, ample. 

Mr. Brawtey. I believe you proposed that legislation reported 
out, by the committee should cover the employees already retired; is 
that correct? 

Mr. Larson. Yes, that is included in our proposal. 

Mr. Brawtey. There are some 230,000 of those former Government 
employees who are now on the retired rolls. Do you believe that they 
should be accorded the same benefits as active employees? 

Mr. Larson. Those matters may possibly require limitations in the 
judgment of the committee in their final conclusions. 

Mr. Brawtey. Do you believe that the premiums charged to retired 
employees, and those who will retire after having participated for a 
short time, should cover the cost of their program, along with the 
contribution from the Government? Or do you believe that the 
active employee premiums should be inflated slightly to take care of 
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some of the costs of the premiums for the employees retiring in the 
future and those already retired ? 

Mr. Larson. Our experience has been that we do not have com- 
plaints of the retired for the cost of the insurance which our program 
makes available to them. The important factor is that the insurance 
be available to them. 

Mr. Brawtey. Your program now does not offer major medical 
coverage ; does it ? 

Mr. Larson. We have a major medical program, yes; a basic and 
a major medical program. 

Mr. Brawtey. What is the limit on your major medical ? 

Mr. Emeicu. The limit on our major medical is $3,000. I think I 
should state, however, this is what would be referred to as a limited 
major medical in that it only covers hospitalization costs; 75 percent 
of the hospitalization costs, over and above the benefits of our basic 
plan, are covered under our major medical program. 

Mr. Brawtey. How long have you offered those benefits, sir? 

Mr. Emeicu. The major medical benefits have been in existence for 
approximately 2 years. 

Mr. Brawiey. What has been your experience with this plan? 

Mr. Emeicu. The experience to date has been extremely good. We 
have been worried about it at times because of participation in relation 
to the entire group. That has been somewhat small. But, surpris- 
ingly—and perhaps a part of it is accident—the loss ratio experienced 
on our major medical has been more than favorable. 

Mr. Brawtey. But you do not believe there has been enough ex- 
perience in the major medical programs for the Government at this 
time to set an adequate premium charge for such a program? 

Mr. Emericu. Mr. Brawley, the reason we made that recommenda- 
tion is that in going into a major medical program, for ourselves, we 
availed ourselves of a number of consulting views relative to the costs 
and finally you might say almost out of thin air determined on what 
premium costs would be assessed. As I just stated, our experience to 
date has shown that the premium cost is probably higher and probably 
could be reduced, but the term, during which it has been in effect, has 
not been long enough to permit us to really have any sound conclu- 
sion on this and we are doubtful that unless evidence can be provided 
the committee from people who have been experiencing the under- 
writing of major medical, that there guess would probably be no 
better than those provided us by insurance consultants. 

Mr. Brawtey. Any other questions? 

(No response. ) 

Mr. Brawtery. I think this is a fine statement. 

Thank you very much. 

Mr. Brawtry. The next witness is Alfred Beiter, president, Na- 
tional Customs Service Association. 


STATEMENT OF ALFRED F. BEITER, PRESIDENT, NATIONAL 
CUSTOMS SERVICE ASSOCIATION 


Mr. Berrer. Mr. Chairman, members of the committee, my name 
is Alfred Beiter, president of the National Customs Service Associa- 
tion. 
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Mr. Chairman, the National Customs Service Association, which 
I represent, is composed entirely of Government employees, the great 
majority of whom are long-time career employees in positions sub- 
ject to the Classification Act. The membership is distributed through- 
out the United States, with nearly 1,000 in the Washington area. We 
have ee also in Alaska, Hawaii, Puerto Rico, and the Virgin 
Islands. 

I appreciate the opportunity the committee has afforded to present 
our views on the subject of Government contributions toward personal 
health service benefits for civilian employees in the United States. 

Both the Federal Government and its employees will benefit by the 
enactment of S. 94. 

Government employees and their survivors would be able to secure 
adequate medical, surgical, and hospital care at a reasonable cost. 
They would have peace of mind in the knowledge that they could 
obtain adequate care for illness of any sort or duration, without bank- 
rupting themselves. 

Employees and their families could enjoy a better and fuller life 
due to improved health and also because it would no longer be neces- 
sary for them to accumulate funds to pay the cost of a possible ex- 
pensive illness. 

Enactment of this bill cannot help but result in improved health 
for Government employees, which in turn would lead to less sick 
leave. Jf this bill is enacted, the Federal Government may recover 
most or even more than its share of the cost of this program in savings 
on sick leave costs. The Government would also benefit from the im- 
proved efficiency of healthier and happier employees. 

The Federal Government should be the leader in the field of pro- 
viding health service benefits for employees and their dependents. 
However, the Federal Government is currently lagging far behind 
private industry in this field. 

The enactment of the provisions of S. 94 will be a step in the right 
direction for the Federal Government toward measuring up to the 
standards set by private industry in providing health insurance bene- 
fits for its employees and their dependents. 

It is an established fact that private insurance companies, such as 
Blue Cross, Blue Shield, and other cash-indemnity type insurance 
companies, are strongly backing this bill. These companies realize 
the tremendous number of additional policyholders which they will 
be able to enroll. 

In addition, the Government, through payroll deductions, will be 
acting as a collection agency for the various companies, thus cutting 
down many administrative expenses. The bill has the support of em- 
ployee groups and private insurance companies, and we hope it will 
be enacted at this session of Congress. 

We have prepared comments on certain sections of the bill as follows: 


SECTION 3—-SUBSECTION (E) 


This subsection defines dependents. We note that the Commission 
after consultation with the Advisory Council may define other de- 
pendents not listed as such under section 3. Therefore, it is very pos- 
sible that. a mother, father, or close relative, might be considered as a 
dependent under the provisions of this bill. In this instance, and in 
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other provisions of the bill which I will mention subsequently, the 
Advisory Council will play a very important part. 


SECTION 4 


This section provides that no employee or group of employees shal] 
be excluded solely on the basis of the hazardous nature of employment. 
This provision will cover our port patrol officers and our customs 
agents. 


SECTION 5 


This section provides for the various plans of insurance under which 
an employee may enroll. The various plans will have to be approved 
by the Commission, after consultation with the Advisory Council. 
We believe it will be most important to have members on the Advisory 
Council who are well versed on the particular types of coverages be- 
ing offered by insurance companies. 


SECTION 6 


Under this section each employee and his dependents will be en- 
rolled under a plan of nonoccupational group medical expenses in- 
surance (major medical coverages). It also authorizes the Commis- 
sion to purchase this type of coverage at no cost to the employee; in 
other words, the Government will underwrite the entire cost of the 
major medical insurance plan. 

This section also provides for the medical expenses deductibles which 
are based upon an employee’s salary. This would work in the fol- 
lowing manner: Based on a $5,000 per annum employee, such em- 
ployee would have to have an actual out-of-pocket expense of $100 be- 
fore the major benefits would take effect, in any calendar year. For 
instance, if this employee had out-of-pocket expenses of $500, the first 
$100 would be deductible, leaving a balance of $400, and the major 
benefits would then pay 75 percent of this outlay, or $300. 

This would have to be expenses which actually exceed the sum of 
any cash or service benefits provided to an individual under any policy 
under the act. In other words, the employee could not collect from 
his basic coverage, and then make application against his major 
coverage. 

The above provision is a great improvement over the provisions of 
previous health insurance bills. 


SECTION 8 


This section allows an employee (on the anniversary date of the 
policy) to transfer his enrollment to another type of policy of his 
choice, providing the employee meets the enrollment requirements of 
the policy to which he wishes to transfer. This is a good provision 
as it affords an employee the chance of securing the type of coverage 
best suited to his individual] needs. 


SECTION 9 


This provision stipulates that the basic coverage of hospital care 
will provide for 120 days in semiprivate accommodations, as well as 
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inhospital medical and surgical benefits and outpatient benefits. In 
addition, it will provide for diagnostic and treatment services, sur- 
gical services, and services in case of accidental injury. 

Of course, here, too, the Advisory Council will play an important role 
in advising the Commission on all the benefits provided under this 
section. This section also provides for exclusions which the Commis- 
sion finds to be necessary and desirable to avoid duplication of serv- 
ices or benefits otherwise available or for other reasons. 

The question arises: “Just what type of exclusions does this bill have 
reference to?” We would like to see this section further clarified. 


SECTION 10 


This section provides for the Government to pay two-thirds of the 
cost of the basic coverage plan and the employee to pay the other 
third. In addition, this section authorizes payroll deductions for 
payment of premiums, which is a most satisfactory arrangement. The 
National Customs Service Association has favored the payroll deduc- 
tion plan as a means of paying hospital and medical insurance. 


SECTION 13 


This section provides for coverage for retired employees. It is a 
very important section in that it allows a retired employee to con- 
tinue his coverage in the full amount, by continuing to pay his share 
of the premiums. It also provides for coverage of dependents. of 
retired employees, or survivors of deceased employees. 


SECTION 14 


This section concerns employees who are removed or suspended 
and later reinstated. It was obviously placed in the bill to protect 
those employees who are unjustly removed from their positions, and 
we are in favor of it. 


SECTION 16 


This section provides for the establishment of regulations by the 
Commission, after consultation with the Advisory Council. 


SECTION 17 


This section establishes a Federal Employees Health Benefit Ad- 
visory Council which shall be composed of 15 persons, one of whom 
shall serve as Chairman. At least nine of the members will be repre- 
sentatives of bona fide Federal employee associations. It shall be the 
duty of the Advisory Council to consult with and advise the Civil 
Service Commission on all phases of the administration of the pro- 
gram. 

As we have pointed out previously, the Advisory Council plays 
a very important part in this program, and we think it most im- 
portant that persons appointed to it are thoroughly versed in the 
provisions of the act and intend to give proper time and thought 
to their advisory functions. ; 

We favor enactment of S. 94 and commend the committee for 
acting upon it at this time. 
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Thank you. 

Mr. Brawutey. Any questions? 

(No response. ) 

Mr. Brawtey. Thank you, Mr. Beiter. 

We have 15 more witnesses to hear. I don’t believe we can sched- 
ule another hearing. I ask that you be brief so that we can conclude 
testimony on the health insurance proposal this morning. We want 
to get busy writing a bill. 

The next witness is Daniel Jaspan, legislative representative of the 
National Association of Postal Supervisors. 


STATEMENT OF DANIEL JASPAN, LEGISLATIVE REPRESENTATIVE 
OF THE NATIONAL ASSOCIATION OF POSTAL SUPERVISORS 


Mr. Jaspan. My name is Daniel Jaspan. I am the legislative rep- 
resentative of the National Association of Postal Supervisors, com- 
posed of more than 22,000 supervisors in the postal field service. 

We are deeply grateful to Senator Johnston for his introduction 
of S. 94 and to the chairman of this subcommittee for holding hearings 
on the bill. This proposed legislation is extremely important to our 
members, most of whom have had more than 25 years in the postal 
service and many of whom are approaching the time of life when the 
necessity of medical treatment and hospitalization is continually in- 
creasing. 

It is interesting to note that the Federal Government, which had 
— been the leader in granting fringe benefits, is gradually sur- 
rendering that leadership to private industry. According to the U.S. 
Chamber of Commerce survey, “Fringe Benefits 1957,” the following 
industries at that time had practically equaled or surpassed the 
Federal Government in the percentage of payroll spent for fringe 
benefits: Banks, finance and trust companies, 31.7 percent of its pay- 
roll for fringe benefits; petroleum industry, 27.3 percent; insurance 
companies, 26.7 percent; miscellaneous nonmanufacturing (includ- 
ing coal mining, warehousing, and laundries) 25.5 percent; chemicals 
and allied products 24 percent; public utilities 23.5 percent. The 


average for all industries at that time was 21.8 percent of the payroll 
for fringe benefits. Undoubtedly those averages have increased and 
others have moved into the upper ranks in the intervening years. 
The passage of health insurance will once more place the Government 
among the leaders. 

The “Digest of One Hundred Selected Health and Insurance Plans 
Under Collective Bargaining, Early ae by the Bureau 


of Labor Statistics in October 1958, is a good indication of how much 
progress has been made in health and insurance plans in private in- 
dustry. Here, for example, is what the American Sugar Refining Co. 
offers its employees according to a contract with the International 
Brotherhood of Longshoremen, effective April 1958. The company 
assumes the full cost, with the employee contributing nothing for 
himself or his dependents. The employee is given free life insurance 
coverage ranging from $500 to $2,000 according to length of service; 
he is given free insurance covering accidental death and dismember- 
ment; he is entitled to hospitalization in a semiprivate room for 365 
days and the full cost of specified services is covered. Required out- 
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patient care is covered, as is surgery according to a specified table. 
Medical bills of $3 per day for home or office visits and up to $10 the 
first day in a hospital, with 21 home visits per year permitted or 365 
daily office visits per year. Seventy days of hospitalization are fully 
covered per disability. And, except for home visits, practically the 
same schedule of payments is provided for dependents. The mater- 
nity benefits include 7 days in a semiprivate room, the full cost of 
specified services, and a maximum of $75 for surgical expenses for 
normal deliveries. This plan, of which the company pays the full 
cost, also covers diagnostic X-rays and laboratory allowances for non- 
hospitalization cases up to $100 per year. Practically the identical 
benefits are granted the employee and his family after he retires. 

Another company listed in the same publication is the American 
Can Co., as agreed in February 1958. This company, too, assumes the 
full cost of life insurance as well as health insurance for its employees. 
The life insurance ranges from $7,900 to $13,200, according to the em- 
ployee’s salary. Incidentally, although the face value of the insurance 
is reduced after retirement, or age 65, it is reduced only 50 percent for 
employees with 25 or more years of service, as compared with a 75 
percent reduction in our Federal life insurance—and the company 
finances the policy; there is no employee contribution. The American 
Can Co. insurance plan also provides for 120 days of hospitalization 
in a semiprivate room and pays the full cost of specified services per 
disability and provides required emergency outpatient care. There is 
a specified schedule, with a maximum of $300, for surgery plus a 
medical allowance of $4 for each day of hospitalization, with a maxi- 
mum of $124 per disability; this schedule applies to dependents also. 
The maternity benefits provide up to $90 for surgery and 6 days in a 
semiprivate room. Other benefits provide for anesthesia (out of the 
hospital), diagnostic X-rays up to $75 per year, diagnostic examina- 
tion allowance (in or out of hospital) up to $75 per year, and radiation 
therapy (in or out of hospital) up to $7.50 per treatment with a maxi- 
mum of $200. 

The Firestone Rubber Co. also signed a progressive contract with 
the Rubber Workers Union in February 1958. Their agreement pro- 
vides life insurance ranging from $2,000 to $4,500 (and this insurance 
reduces 50 percent after age 65, as compared with our 75 percent). 
There is an equal amount of insurance for accidental death or dis- 
memberment. Hospitalization of 120 days in a semiprivate room is 
provided, with the full cost of specified services paid per disability. 
There is a specified surgical schedule, covering cases in the home, office, 
or hospital, with medical payments, beginning with $5 and then re- 
duced to $3 per day, with a maximum of $364 and 120 days per dis- 
ability. This schedule applies to dependents too, Maternity benefits 
of 120 days in a semiprivate room for employee and dependents are 
included. Diagnostic X-rays for employees and dependents for non- 
hospitalized cases are covered. Provision is made for the same bene- 
fits to retired employees. There is practically an identical contract 
with the U.S, Rubber Co., and in i, case, the company assumes the 
whole cost of the plan. 

There are many other plans covered in the publication. Some are 
less liberal than the above examples; some ar even more liberal, such 
as the contract between Sperry Gyroscope Co..and IUE. This liberal 
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contract even provides for electroshock therapy with an allowance of 
$100. This company, too, assumes the full cost. 

We realize that examples of plans in private industry should not be 
the sole basis for the Government plan. But we feel that, if some of 
these companies can grant such liberal plans, with no cost to the em- 
ployee, the Government should not expect the employee to assume the 
major cost of the insurance. 

We were happy to hear representatives of the Blue Cross and other 
companies state that there is no evidence that a deductible clause 
affects the use of the provisions of the insurance. It is our opinion 
that the $50 deductible clause suggested by the Civil Service Com- 
mission is unrealistic in many ways. First and foremost, it can be 
very costly to the employees. It is not beyond the realm of reason to 
expect a family of six to spend $50 on medical care on each of the six, 
thus costing the employee $300 plus the insurance costs—and this can 
happenannually. That employee benefits more by merely maintaining 
his present basic health and hospitalization policy. In the second 
place, it will entail an inolved system of bookkeeping to maintain 
records of the expenditures per person. Thirdly, the deductible clause 
can prevent many employees from getting necessary medical care that 
could prevent a long illness and hospitalization. We hope that this 
subcommittee will not include a deductible clause in the bill. 

And, while on the subject of deductibles, we would like to have 
section (c)(1) eliminated from S. 94. This is the section with a 
table of medical expense deductibles according to the annual salary. 
With such clauses, we will find that an employee earning $6,000 will 
be affected by a $200 deductible amount and an employee earning 
$5,970 will have a $100 deductible. Both of these figures are in the 
postal field schedule. The $6,000 employee is certainly not high up 
in the economic scale and the additional $100 is very important to him. 
The elimination of this section would also lessen the administrative 
details. Since postal salaries are not so high that there is an excess 
of money to be spent by the employees—and this includes most super- 
visors—it is possible that the “deductibles,” plus the fact that the bill 
provides for only 75 percent of the major, or “catastrophic,” costs 
may cause the employee to hestitate about accepting the plan, and pos- 
sibly not have the coverage in case he or his family are affected by 
a prolonged illness or hospitalization. Most of the employees who 
have basic coverage now do not have “deductibles” in their policies. 

We believe that the 75-percent maximum coverage for catastrophic 
insurance can still lead to medical and hospital bills that are too bur- 
densome for the postal employees. An employee who is unfortunate 
enough to have a bill of $6,000 in a year for “major” coverage would 
still have to pay a bill of approximately $1,500, which is a sizable 
amount for any employee but an extra burden on an employee who 
has been hospitalized for a long period, and especially is this true if 
he has used his sick leave and is in a “without pay” status. ; 

With the cost of medical care and hospitalization increasing so 
rapidly—much more rapidly than our salary increases—and with the 
general cost of living still climbing, it is essential that’ a health in- 
surance plan be adopted as soon as possible. We hope that there will 
be no delay in receiving the approval of the Post Office and Civil Serv- 
ice Committee and both Houses of Congress, and that the effective 
date be made as early as practicable. We believe that if there is no 
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delay in enacting S. 94, with any necessary amendments, into law, 
the effective date in the bill can be maintained. Any delay will mean 
that more Federal employees will find themselves in insurmountable 
debt on account of prolonged illness and hospitalization, and we hear 
of more and more of such cases all the time. 

The enactment of this legislation is long overdue. We are glad 
that this committee recognizes the necessity of bringing Federal em- 
ployees and their dependents the benefits of health insurance, a prac- 
tice that has steadily increased in private industry. Benefits will be 
reaped by the Government not only in improved morale, but in the 
improved health of the employees who are unable to afford much es- 
sential medical and hospital care due to prohibitive costs. The Gov- 
ernment should lead, not follow, other industry. In these times, 
health insurance is fast becoming one of the most important “fringe” 
benefits. 

We are very appreciative of the opportunity of appearing before 
this subcommittee and are hopeful that the pleas of our members for 
adequate coverage at the lowest possible cost to the employee—and 
we do not ask that the Government assume the total cost—will be an- 
swered by the quick enactment of health insurance into law. 

Thank you. 

Mr. Brawtey. Thank you very much, Mr. Jaspan. 

The next witness is Vaux Owen, president, National Federation of 
Federal Employees. 


STATEMENT OF VAUX OWEN, PRESIDENT, NATIONAL FEDERATION 
OF FEDERAL EMPLOYEES; ACCOMPANIED BY L. M. WALKER 


Mr. Owen. My name is Vaux Owen. I am president of the Na- 
tional Federation of Federal Employees. Our offices are at 1729 G 
Street NW. I am accompanied by Leland M. Walker, secretary and 
treasurer of the National Federation of Federal Employees. 

The National Federation of Federal Employees is the oldest and 
largest general organization of Federal employees in the United 
States. It is independent and is not affiliated with any national or in- 
ternational organization having members outside of the Government 
service. It has members in practically all departments and agencies 
of the Government and in all the States of the Union, as well as 
overseas. 

The National Federation of Federal Employees has members not 
only in the lower grades in great numbers, but also in the higher 
grades, including executives, managers, scientists, engineers, physi- 
cians, nurses, lawyers, technicians, and many other categories of em- 
ployees. It has an extensive membership among employees who fall 
under both the Classification Act pay system and the Wage Board pay 
system. There are about 960,000 Federal employees under the Classi- 
fication Act pay system and about 700,000 under the Wage Board pay 
system. The last annual report.of the Civil Service Commission shows 
that as of June 30, 1958, 43 percent of all Federal employees are under 
the Classification Act pay system and 31 percent are under the Wage 
Board pay system. In other words, 74 percent of all Federal em- 
ployees, or more than 1,660,000, are under the two pay systems. 

Our membership therefore represents employees who come from 
the two largest pay system groups of Federal employees, as well as 
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the largest cross-section of pay rates that will be affected by the health 
insurance bill this committee now has under consideration. 

The National Federation of Federal Employees has long urged a 
health program for Federal employees. We are in full sympathy with 
the purposes and intent of S. 94, and urge favorable action on legisla- 
tion which will accomplish the objectives of this bill. 

Federal employees, along with other citizens, are not only seeking 
health insurance but they are confronted with the rapidly increasing 
cost of medical and hospital services of all types. Their anxiety about 
the problem which faces them in their employment situation is in- 
creased by the knowledge that employees in private business are often 
helped by their employers in meeting the premium costs of health 
insurance. 

Federal employees look to their employer for the assistance which 
many private employers give their employees. In many cases the 
Government itself is helping to pay the premium costs for the health 
insurance of employees in private industry because of the cost-plus 
contracts with business establishments of various kinds which include 
such costs. 

In considering any plan under which the Government will con- 
tribute toward the cost of the health insurance coverage it is im- 
mediately recognized that the amount to be contributed by the Gov- 
ernment may be subject to differences of opinion. There is reason 
to think that a case could be made in support of the proposition that 
the entire cost of the basic as well as the major insurance coverage 
should be paid by the Government up to certain dollar limitations. 
Although we do not take the position that the Government shall pay 
all the costs, several reasons which strongly support such a position 
are worthy of consideration. 

The pay of Federal employees, and particularly the pay of en- 
gineers, scientists, professional, and executive employees under the 
Classification Act, has lagged behind pay in private industry. 

Federal employees have been without any help on their basic or 
major insurance coverage, while many employees in private industry 
have benefited from such help for a long time. 

The complication of payroll calculations for the one-third of the 
premium for the basic insurance coverage which employees will pay 
will be costly. 

While we do not advocate Government contributions in excess of 
those provided in the bill, we do urge prompt action to get a program 
of at pa contribution toward personal health service benefits 
started. 

Not only is there a measure of fairness and justice to be considered 
in seeking to have the Government treat its employees as well in this 
important area of personnel administration as private business treats 
its employees, but it is also reasonable to say that the recruitment and 
retention of employees would be facilitated to the definite advantage 
of the Government by the early enactment of legislation to establish 
such a program. 

Along with the training and development of employees, the need 
for which has been recognized by recent legislation, there should also 
go hand in hand with it a health program to give some protection 
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against the cost of the treatment of the bodily ills which beset them 
and particularly the catastrophic illnesses. 

This whole question of health insurance is one that has a high place 
in the awareness of the general public and prompt action to bring 
the Government to the assistance of its own employees is simply in 
keeping with the trend of the times and the pressing needs which 
progress in civilization expects. In facing this basic problem the 
Government cannot afford to be a fourth-class employer in a first- 
class age. 

Of course such a program will cost something. So does every piece 
of military hardware which the Government buys and which has in- 
cluded in its cost the increase in the price of steel. 

There is for consideration not only what the program will cost 
the Government, should it be adopted, but what the cost would be if 
the program is not adopted. There would be the cost of the increased 
anxiety about health on the part of employees with the consequent 
effect on morale. There would be the cost of the loss of the employees 
who will seek employment with a more helpful and more progressive 
employer. ‘There will be the cost of the disadvantage the Government 
would face in trying to attract capable new employees into the Gov- 
ernment service. There would be the cost of decreased efficiency re- 
sulting from lowered morale. 

If there be a dilemma, in this situation prudence would seem to dic- 
tate prompt action which will seek positive amelioration of the dif- 
ficulty at a cost which in the long view will be less than the cost. of 
delaying inaction. A considerate father may very well think about 
the added burden of the cost of needed clothing for his growing chil- 
dren. He might, at the same time, also be constrained to do some- 
thing in keeping with what his neighbors were doing for their chil- 
dren. He could buy less expensive clothing than a more affluent 
neighbor buys for his children but more expensive clothing than a less 
affluent neighbor buys for his. He would not likely decide to buy 
no clothing at all because he would be mindful of the needs of his 
children and would know that costs not readily calculable, but meas- 
ured in higher values than dollars, would result from such a decision. 

So the Government, too, should take action in keeping with the 
times and in conformity with the practices in vogue which definitely 
impinge upon the relationship existing between the Government and 
its employees. Here there is a human relations problem, as well as a 
budgetary one, to be resolved. It isa problem which, in all its aspects, 
becomes more pressing as employees observe the accelerated increase 
in health service costs. 

The rapidly increasing costs are indicated by the following figures 
which show the trend although death expenses are also included: 


Health care and death expenses 
[In millions of dollars] 
Uae sate Sek eae Se Se Se PE RI dis is racic eens 13, 049 
1940 See I Oe Ns ait acts ans eta amapdceecaemnceeatn 14, 014 
1945 5, 756 | 1956 15, 293 
9, 711 | 1957 
Source: World Almanac, 1959, p. 764. 


39992—59——21 
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The above figures indicate that the approximate average increase 


per year in health care and death expenses in millions of dollars has 
been as follows: 


1935 to 1940 181 | 1954 to 1955 
1940 to 1945 444 | 1955 to 1956 


1945 to 1950. 791 | 1956 to 1957 
1950 to 1954 834 


The increase in the average price indexes for medical care as com- 
a with the increases for all items is shown in the following tabu- 
a 


tion compiled from statistics on page 764 of the World Almanac, 
1959: 


Average consumers’ price inderes 


[1947-49= 100] 


Allitems P Allitems| Medical 


1947 average 
1948 average 1958—January--....-...---.- 
1949 average . i February 

1950 average. ' March. -.....- 

1951 average_ April.--. 

1952 average_ May -- 

1953 average - June - - 

1954 average- July. 

1955 average 
1956 average 


1957 average 


Source: Bureau of Labor Statistics, U.S. Department of Labor. 


Norte.—Indexes for individual items are based on 46 cities beginning January 1953 except for a few items 
which are not priced in all cities. 


On page 154 of Business Record, volume XVI, No. 3, published by 
the National Industrial Conference Board it is stated that private 
medical care expenditures rose from $52.03 per capita in 1948 to 
$88.03 in 1957. That is an increase of $36 per capita. Assuming each 
Federal employee has three dependents, the cost of medical care for 
him and his dependents at the 1957 rate of $88.03 per capita would be 
$352.12 which is $144 more than it would have been in 1948. 

The rapidly rising costs of medical services have also resulted in 
rapidly increasing premium rates for health insurance. In fact, they 
have increased twofold or more in the past few years for certain 
policies, according to an article by Robert P. Goldman appearing in 
the Washington Post, April 12, 1959. The percent of personal con- 
sumption expenditures which go for medical care insurance increased 
300 percent from 1929 to 1956 as did also the percent of disposable 
personal income. This is shown by the following table: 


Personal consumption expenditures, medical care insurance 


Expenditures} Percent of Percent of 

(billions of | personalcon-| disposable 
dollars) sumption personal 
expenditures income 


0. 


Source: The Economic Almanac, 1958, by the National Industrial Conference Board. 
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PROMPT ACTION URGED 


Federal employees carrying health insurance, or desiring to obtain 
it, are deeply concerned about these increases in costs and they have an 
increasingly strong desire that the Government help them at the 
earliest possible date by contributing to that cost. 

In giving voice to that desire we positively urge prompt action 
which will result in the enactment of legislation for this purpose at 
this session of the 86th Congress. 

For several years the type of legislation represented by S. 94 has 
been under consideration and the administration has endorsed it in the 
past and has recommended favorable action on it. The administra- 
tion endorses it now and points to its previous recommendations in 
favor of it but proposes that action be delayed. 

We see no reasonable justification for further delay and unhesitat- 
ingly urge that action be taken as soon as practicable to report out 
and pass a bill that will provide for at least a 50 percent contribution 
by the Government to the cost of health insurance for Federal em- 
ployees. 


COMMENT OF CIVIL SERVICE COMMISSION REPORT AND PLAN 


Although we do not endorse in full the report of the Civil Service 
Commission on S. 94, nor all of the features of the comprehensive 
health insurance plan which the Civil Service Commission has pro- 
posed, we think the report and the proposed plan merit the careful 
consideration which I am sure this subcommittee will give them. 

I should also like to express our appreciation not only for the ex- 
tensive study in the Civil Service Commission which resulted in the 
presentation of the report and plan, but also for the many conferences 
the officials and career employees in the Civil Service Commission 
held during the last 3 or 4 years with representatives of employee 
organizations to obtain their views and suggestions about a health 
insurance plan. 

Our organization participated in these conferences, including the 
one on the afternoon before these hearings began at which the report 
and plan were explained by the Chairman, Mr. Roger Jones, and Mr. 
David F. Lawton. 

As an organization committed by its constitution to work for the 
improvement of systems which will bring about greater efficiency in 
Government service, we believe it was in the interest of efficiency in 
Government, as well as helpfulness to the Government’s employees, 
that the Civil Service Commission explored the possibilities of pay- 
roll deductions and the areas of agreement that might be worked out 
with different possible carriers and organizations active in the health 
insurance field. We appreciate this extensive exploratory work on the 
part of the Civil Service Commission in its efforts to lay the foun- 
dations for a workable health insurance plan. 


CONTRIBUTIONS BY GOVERNMENT 


I have said we favor a contribution by the Government of at least 
50 percent of the cost of health insurance for Federal employees. 
That is the share of the cost which was specified in a resolution passed 
by our national convention at Kansas City, Mo., in September 1958. 
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The statistical data which we have studied indicates that employer 
contributions to health insurance plans throughout the country are 
increasing. On page 154 of the conference board Business Record, 
March 1959, published by the National Industrial Conference Board, 
Inc., under the caption “ igger Share Employer Financed,” there ap- 
peared the following statement : 


The tremendous impact that health insurance plans have had on private 
medical-care spending is thus seen in yet another way. It should be noted that 
part of these insurance expenditures is met by employer contributions to em- 
ployee benefit plans. Although no precise figures are available, the 1957 amount 
of employer contributions is estimated at 1.3 billion, not quite one-third of the 
total accounted for by prepayment plans. 

It is not possible to derive a comparable 1948 figure, but an estimate for 1953 
which placed employer contributions at $520 million, or a little more than one 
fifth of total medical insurance outlays, provides some clue to their growth 
and suggests that they are playing an increasingly important role in medical- 


care financing. 

It is pertinent to point out that the one-third of the cost paid by 
employer contributions was one-third of the total cost of all prepay- 
ment plans. Obviously, the employer paid a larger share of the costs 
of those plans in which there was employer participation. 

The increase in employer contributions from about one-fifth to 
about one-third of the total cost accounted for by prepayment plans 
during the 4-year period is an increase in employer contr ibutions of 
about one-thirtieth per year. This indicates that an increase in em- 
ployer contributions of one- -fifteenth of the total cost may be ex- 
pected during the 2-year period since 1957 that will have elapsed 
before a Government plan can be put into effect. This one-fifteenth 
added to the one-third paid by the employers in 1957 makes six-fif- 
teenths, or nearly one-half, of the total prepayment plan costs. 

This caleulation, it will be observed, makes no allowance for any 
acceleration in the rate of increase in employer contributions which no 
doubt is occurring. Furthermore, it is simply a portion of the total 
costs of all prepayment plans, including | a number in which there is no 
employer participation. The employers’ share would be larger if only 
those plans which have employer participation were included in the 
calculations. 

In the light of these data and calculations, as well as the definite 
trend toward greater employer participation, it seems reasonable to 
conclude that the share now contributed by employers, where there 
is employer participation, is at least _one- half or more of the total 
premium costs. With the trend for the private employer to bear an 
increasingly larger share of the costs clearly in evidence, and in view 
of the evidence that many of them are bearing all of the costs, the 
Government’s share of one-half the cost, even if a bill so providing 
should be passed now, would soon be found to be lagging behind the 
share being contributed by employers in private industry. 


TYPE OF HEALTH INSURANCE PLAN 


From among the different types of plans which will be considered 
by this subcommittee there is a choice of several types of several com- 
hinations of types of health insurance plans. We are not advocating 
any particular plan or combination of plans, but simply call attention 
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to some information and sources of information which might be con- 
sidered by the subcommittee and the committee staff. 

In the April issue of News Front, the picture magazine for manage- 
ment, types of plans are discussed and in the table of contents the 
question about them is stated as follows: “What type of group health 
insurance offers the employee—and the corporation he works for, 
which usually pays all or part of the premium—the best buy ?” 

The article on the subject states : 


The choice, basically, is between the nation-spanning Blue Cross-Blue Shield, 
whose 200-odd affiliates extend some kind of protection to 55 million persons, and 
the more extensive—and more expensive—plans offered by insurance companies. 
They claim 70 million coverage. 

* * * * * * 

What are the differences? 

Blue Cross, the pioneer (it began functioning in 1929 in Texas), is cheaper. 
Standard family hospitalization, despite the mushrooming of medical care ex- 
penses, still costs only $64 per year in New York and $81 in Philadelphia ($24 
in both cities in 1946) compared to close to $200 for a typical insurance group 
plan. 

But Blue Cross is limited. 

Blue Cross itself typically pays part of the hospital cost for a maximum num- 
ber of days (local plans vary, but an example would be $12 per day, with the 
actual cost $20-$30 per day for a private room) plus certain other hospital 
expenses. 

Its surgical-medical twin, Blue Shield, pays fixed amounts for stated types 
of surgery, certain obstetrical and other fees and, in certain cases, fixed sums 
for office and home treatment. 

It offers no protection against the catastrophe of months or years of major 
illness, and, of course, makes no provision for income loss. 

The insurance company plans offer as much protection as the insured is willing 
to pay for. 

They usually come in two forms, basic (like Blue Cross-Blue Shield) plus 
major medical, and comprehensive. 

Chief difference is the amount of the gap paid by the insured, and when 
this comes into effect. 

In an average basic plus major medical combination, the insured must pay 
the first $100 after the basic runs out before the major medical protection 
begins. 

Cost of a typical policy, covering a group of 500 in a Chicago plant, is $16.30 
a month for $10,000 maximum family protection. 

Comprehensive, and the similar semicomprehensive, only come in force, like 
automobile insurance, after the insured has paid the first $25 to $100 in any 
one year. 

A typical $50 deductible group policy, with $10,000 maximum, costs $14 per 
month per family. 


Regardless of the type of plan or combination of plans adopted, we 
do urge that action to establish a plan for Federal employees be ex- 


pedited and that the cost be kept at as low a figure as possible in the 
interest of both employees and the Government. 


ed 


SOME FACTORS AFFECTING PREMIUM COSTS 


Premium costs for health insurance have now become a necessary 
expense. Federal employees naturally are axious to keep them within 
reasonable limits. The Government also has a vital interest in holding 
costs within reasonable limits because it will pay a part of such 
costs. 

The following factors, it seems, should be examined carefully as 
to their effect upon the premium costs which the Federal employees 
and the Government will pay under whatever health insurance plan 
may be adopted. 
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Multiplicity of plans or multiplicity of combinations of plans will 
obviously increase costs because of the greater number of contracts 
that ail hare to be negotiated. This is principle No. 2 in the Civil 
Service Commission’s attachment to report. 

The desirable and natural inclination to make the plan one which 
will be acceptable to those already accustomed to other plans, or to 
those advocating a wide variety of existing plans could increase the 
cost. 

Attempts to have a plan so flexible that it would accommodate itself 
to the many different types of services and medical and hospital costs 
in many different localities would unquestionably add to the cost 
of the plan. 

Extensive or broad coverage of dependents and extension of the 
amount of free coverage would mean increased costs (principles 11 
and 12 of Civil Service Commission’s attachment to report). 

It would either add to the cost or limit benefits for catastrophic 
illness, or both, to have no deductibles. 

The suggestion intimated in questions by Senator Yarborough that 
the Government manage such health benefit fund as may be set up 
under the plan, just as it manages and controls the retirement fund, 
the medicare fund, the social security fund, etc., on the other hand, 
would have the effect of decreasing costs to the employees and to the 
Government should it be adopted. 

I desire to make it clear that these cost factors are mentioned to 
throw light on their effect upon the premium cost to Federal em- 
ployees, who have every reason to feel concerned about the premium 
cost, and not for the purpose of urging any particular conclusions 
about them. 

This subcommittee will have before it a vast amount of evidence, 
statistics, and information bearing on these and other cost factors. It 
will also be concerned about the equities involved in the interests of 
many different groups. In making its way through the complexities 
which confront them, I simply desire to express the hope of Federal 
employees that the members of the subcommittee and its staff will keep 
the premium costs as low as the best interests of the Government 
and equity and justice to all groups concerned may permit. 

I thank the chairman and the members of the subcommittee very 
much for this opportunity to appear and state some of our views 
regarding the pending bill. 

Mr. Brawtey. Mr. Owen, we have before us two widely different 
plans, one embodied in S. 94 and the other the Civil Service Commis- 
sion proposal. Do you favor either one or both of these plans, or a 
combination of the two? What is your position ? 

Mr. Owen. I would not take a firm stand for or against either 
plan. If I make myself clear, the thing we are urging is that some 
plan be adopted. 

Mr. Brawtey. In other words, you would accept either one of 
the plans? 

Mr. Owen. We would accept either plan. But what we most 
urgently desire is that some plan be enacted into law. We think there 
are many things in the Civil Service Commission report and _ their 
suggested plan that will certainly bear careful study. We think it 
merits careful study and consideration. I think also there are desir- 
able things in S. 94. 
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I should like to point out in connection with the question of de- 
ductibles, Mr. Chairman, that S. 94 has a pretty heavy corridor of 
deductibles, starting with $100 deductible for all salaries below 
$6,000, $200 for salaries from $6,000 to $10,999, and $300 for salaries 
above $11,000. Now of course those deductibles are going to be wel- 
comed by the carriers of the insurance. They are no doubt written 
in there to reduce the cost of the premium and they will have un- 
doubtedly that effect upon the insurance. There is, though, for con- 
sideration the question as to whether possibly the deductibles men- 
tioned by the Civil Service Commission would be a lesser burden or 
not upon the employees. There is the question that there is in- 
troduced into this legislative study now by S. 94, the relationship of 
income to deductibles. 

I think the statistics indicate, and the studies that have been made, 
that the participation in prepayment health insurance plans has 
depended largely on income. Down in the lower income brackets 
there is less participation than in the higher brackets. So if the 
committee should be interested in devising some plan of gearing de- 
ductibles to income, I would offer this suggestion—not that I urge 
it, but as a matter of consideration for the staff and the committee— 
that you take any basic salary and a percentage of it for the 
deductible. 

To illustrate, take the first step of grade 1, under the Classification 
Act. The amount of that salary is $2,960. Put a decimal point in 
and you have $29.60, and level that off to the nearest dollar and you 
have $30. If $30 were the deductible for an employee receiving that 
salary it would be more advantageous to him than a $50 or $100 
deductible. 

Now even if you doubled it and made it $60, that would still be 
$40 less than the $100 provided in §. 94. 

Take grade 5 for example, with an initial salary of $4,040, and it 
would be a $40 deductible on a 1 percent basis, or multiplying that 
by two, would make it $80, and it would still be $20 less than the de- 
ductible under S. 94. 

Take a higher grade, a grade 12, where the salary is $8,330. One 
percent deductible would be $83. If you wanted to double it by two, 
it would make it $166, but that would still be $34 less than the amount 
provided in S. 94 for a deductible. 

One other comment I should like to make, Mr. Chairman, is that 
the premium costs for whatever plans are being adopted nationwide 
are mounting rapidly, and I should think the Government and the 
employees oF the Government are going to be concerned, when you 
write a law, as to whether following the writing of the law there 
will be a rapid increase in the premium and whether they will get 
out of reason. 

In this morning’s New York Times there is an editorial that illus- 
trates the impact of that on the public. Part of it reads this way: 

The State superintendent of insurance, Thomas Thatcher, has been handed 
a hot and intricate problem by the Associated Hospital Service in its request 
for permission to increase local Blue Cross rates. Its 7 million subscribers, 
most of whom surely have to watch their pennies, make it a public concern as to 
what Mr. Thatcher will do. Coming on top of last year’s 22.3-percent increase 


in rate granted by former superintendent Wikler the 34.2 percent now asked for 
would certainly be hard for the subscribers to take. 
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This editorial goes on to show that two-thirds of the member hos- 
pitals’ income now comes through payments made through these pre- 


payment ae 

ederal employees, and I think the public and taxpayers generally, 
would be interested in how much these costs are likely to increase 
once a bill is written. Our hope, as I have already expressed it, js 
that in writing a bill, effort will be made to keep the costs as low 
as porn, keep the coverage on those 9 that are most essential 
and most necessary, but above all, to get a bill reported out. 

Thank you. 

Mr. Pascwau. Mr. Owen, I suspect the Senators and the staff have 
asked these questions of many witnesses, but you represent a large 
group of employees. Is it your opinion that any plan agreed upon 
should include all types of medical expense in or out of the hospital? 

Mr. Owen. I think it should, if you properly define medical ex- 

ense. There hasbeen some testimony that a great many things should 
brought into the program that we do not think should be brought in. 

I might add this comment, that if—leaving out some medical costs 
that the committee might think employees could bear of a small na- 
ture—if that would reduce the premium and would help expedite the 
passage of the bill, then we would be in favor of that. 

Mr. Pascua. What about total benefits in any one year? Would 
you care to comment on that? 

Mr. Owen. Well, I believe that all the plans contemplate a limit on 
the maximum benefits. Certainly I should think there would have 
to be some limit on it in order to control the costs. 

Mr. Pascuat. Do you want to specify any limit? 

Mr. Owen. I have given no consideration as to the limits. I think 
the limits specified by the Civil Service plan would be satisfactory. 

Mr. Pascuat. What about insurance for those who retire before 
the bill would go into effect? Do you want to discuss that? 

Mr, Owen. I would unhesitatingly say that those who are retired 
ought to be included under some kind of health plan. We immediately 
are confronted, however, with the question of how much the cost 
would be, what the premium should be, what problems might be en- 
countered, and in what way those problems might delay the passage 
of any bill. The provision for health insurance for older people over 
65 is certainly a very live issue and it certainly ought to be possible to 
work out a plan to cover them, and I think they should be covered if 
it is possible to solve the problems connected with it. 

Mr. Pascua. Thank you. 

Mr. Brawtry. Thank you, Mr. Owen. ‘ 

The next witness is Mr. C. T. Norris, representing the National 


Agricultural Stabilization and Conservation Committee personnel, 
Marks, Miss. 


STATEMENT OF C. T. NORRIS, MARKS, MISS., ON BEHALF OF THE 
ASSOCIATION OF ASC COUNTY OFFICE EMPLOYEES 


Mr. Norris. Mr. Chairman and members of the committee, I have 
kept my remarks brief and they will take about 3 minutes, so I will 
run through them. 

Tam C. T. Norris, an Agricultural Stabilization and Conservation 
Service, USDA, office manager from Marks, Miss. I represent the 
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Association of ASC County Office Employees from the States of 
Mississippi, Texas, New Mexico, California, Arkansas, Tennessee, 
Louisiana, Georgia, Georgia, Florida, and Massachusetts. This or- 
ganization has approximately 5,400 members of permanent ASC em- 
ployees and is working for the general welfare of these employees. 

Actually, however, our request covers the approximately 95,000 
permanent ASC county office employees in the entire United States 
whose welfare is the same as ours but whose State associations have 
not yet affiliated with our new national association. 

The purpose of this appearance is to request that your health plan, 
S. 94, be clarified to make certain that ASC county office employees, 
who are poe wholly from Federal funds, be included in the covered 
personnel. 

Mr. Chairman, we believe county ASC employees have the same 
problems as other county agriculture department employees. Our 
cost of living is the same, our family responsibilities are the same, our 
need for group health insurance is the same. In fact, until we are 
granted a pay raise equal to that granted other local agriculture de- 
partment employees about a year and one-half ago we actually need 
the protection more than the other groups. 

Apparently the county ASC offices perform services that others 
cannot duplicate. We have noticed during the last 20 years that 
whenever any “action measure” dealing with farmers becomes a law, 
the administration of such law is given over to the county ASC offices. 
The administration of the soil bank program is a typical recent ex- 
ample. Of course, we are always ready and able to take on these extra 
duties, 

Mr, Chairman, we urgently and respectfully request that you in- 
clude us in this legislation, thereby making us legitimate members of 
the USDA family after 25 years of faithful service in the family. 

I thank you, sir. 

Mr. Brawtey. Thank you, Mr. Norris. 

The next witness is Mr. Ray J. Dolan, Greater Washington Central 
Labor Council, AFL-CIO. 


STATEMENT OF RAY J. DOLAN, ON BEHALF OF THE GREATER 
WASHINGTON CENTRAL LABOR COUNCIL, AFI-CIO 


Mr. Dotan. Mr. Chairman, my presentation is very brief and it 
covers a few points which have not heretofore been covered. I would 
ask permission to read it in its entirety. 

Mr. Brawtey. I certainly will give you that permission. I do not 
wish to restrict you in any way, but I hope the witnesses will cooperate 
in making their statements as brief as possible because we are running 
out of time. 

Mr. Dotan. Thank you, Mr. Chairman. 

Much of the statistical data which might be presented in our testi- 
mony has already been covered quite adequately by other employee 
groups. Therefore, in the interest of brevity we shall confine our 
testimony to a few pertinent observations and suggestions. 

We consider to be most important these aspects of the bill which 
provide for— 
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(1) The employee’s freedom to choose that type of coverage which 
rovides for the greatest financial protection for himself and his 
amily. 

(2) Substantial Government contribution toward cost of coverage 
for both the employee and his family. This is in accord with prevail- 
ing practices in private industry. 

(3) Provision for effective representation of Federal employees, 
through their elected spokesmen, in the administration of the pro- 
gram through the creation of a Federal Employee’s Health Benefits 
Advisory Council. 

(4) Continuing studies by the Civil Service Commission of various 
health insurance plans and organizations participating in the program. 

(5) Coverage of retired employees at the same cost and with the 
same benefits as apply to active employees. This is an essential pro- 
vision since people are faced at time of retirement with both lower 
income and higher medical costs. 

We are concerned, not only with the extent of financial protection 
em the costs of illness to be provided to Federal employees, but 
also with what a health plan can do to protect the health of these 
employees and their families. We question the emphasis the ad- 
ministration’s proposal places on medical benefits, at the expense of 
basic coverage. 

On Saturday, March 29, there were 458 Federal employees who 
were examined for cancer. The examinations took place at the Fed- 
eral Post Office Building, 90 Church Street, New York, and were under 
the auspices of the New York City Cancer Committee which is a part 
of the American Cancer Society. The group, consisting of 235 men 
and 223 women, were thoroughly examined by a staff of 48 doctors 
under the auspices of the committee in its Federal Cancer Detection 
Day project. Twenty-five were found to have probable cancer or 
“highly suspicious conditions.” In addition the committee said only 
92 of those examined were found to be completely free of any disease. 

Sixty-seven men and seventy-two women were found to have “po- 
tentially cancerous conditions.” Robert A. Loberfield, executive vice 
president of the committee, said : 


Even though experience has taught us to expect it, these results indicate a 


shocking lack of awareness by the public of the value of the annual health 
checkup. 


He added: 


The results also explode any theory that the Federal Government does more 
for the health of its employees than do employers in private industry. 

This report is quite shocking to us and I think the figures quoting 
probable and potential cancerous conditions in this group is cause for 
thought by everyone. 

We feel that unless a health program be accompanied by measures 
designed to aid in the development of programs which provide for di- 
rect medical service prepayment programs which emphasize preven- 
tive care and encourage early diagnosis and treatment, then that pro- 
gram would ignore the most essential health needs of the employees. 

The Greater Washington Centra] Labor Council, AFL-CIO, is of 


the opinion that nothing less than the provisions of S. 94 should be 
approved. 
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We are appreciative, Mr. Chairman, for having had the opportunity 
to express our views on this proposal. 

Mr. Braw ey. Thank you very much. 

The next witness is J. H. Hoeppel, manager, National Defense, a 
periodical, from Arcadia, Calif. 


STATEMENT OF J. H. HOEPPEL, MANAGER, NATIONAL DEFENSE 
(A PERIODICAL), ARCADIA, CALIF. 


Mr. Horreret. Mr. Chairman, my name is John H. Hoeppel. I re- 
side in Arcadia, Calif. I am a first lieutenant on the retired list of 
the Air Force. For the past 31 years I have been printing a publica- 
tion for retired personnel of the armed services and it is through the 
means of this periodical that I became especially interested in hos- 
pitalization, especially for aged citizens. I came here from California 
intending to recommend certain changes in S. 94 which would lower 
the cost of the premium. I will not, because of the crowded day, go 
into details on all of them, but I will cover merely one, which has 
been my experience and observation with elder citizens who are hos- 
pitalized. 

They are reluctant to remain in the hospital any length of time; 
they are always anxious to get home, and I suggest for all employees 
covered within this bill that the period of hospitalization be limited 
to 30 days and that during the balance of the stipulated 120 days, the 
beneficiary be paid a certain stipulated figure while he is undergoing 
medical care in his own home. 

There are other provisions which I had in mind which I will not 
discuss at this point, but it seems to me preposterous that all Federal 
employees should pay for 4 months’ hospitalization, where the mini- 
mum charge, for instance, in Santa Monica, Calif., is $22 a day, when 
the individual wants to go home and he would be glad to go home and 
he would still be protected if he were given $10 a day, for instance, 
for 1 month and $5 a day for the subsequent 2 months. I am sure 
that would lower the premium charge on this proposed legislation. 

As I mentioned a moment ago, I am interested primarily in elder 
citizens. I consider that this committee is now holding hearings on 
one of the most humane propositions in respect to the American citizen 
that has come before the people since the Social Security Act of 1935. 
I especially commend the chairman and all members of the commit- 
tee and I hope they will proceed and try desperately for the enact- 
ment of this legislation. 

The approval of this bill will serve as a nucleus or model for the 
extension of medical care to all social security beneficiaries and ulti- 
mately to all our citizenship. When an aged citizen becomes ill today, 
it is my experience that it is almost tantamount to a sentence of death 
or a prolonged living torture, especially where they have limited 
funds like the enlisted men on the retired list, whom I represent. I 
also represent the retired officers, but they, most of them, are able to 
take care of their hospital problems if they wish. 

Now I would like to digress a moment and report that for the past 
3 years I have had a bill in the House, and there is one in the House 
now, H.R. 326, which proposes the same intent in hospitalization for 
the retired personnel of the armed services as this bill proposes for 
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our Federal employees. We have already received a report from the 
Comptroller General on this bill and he is apparently in favor of the 
bill because he has recommended certain amendments, and I have it 
unofficially that the Pentagon is also in favor of this bill, H.R. 326. 
But no report as yet has been received. 

It is for that reason and also in the interest of economy that I pro- 
pose to the honorable chairman and members of your committee that 
the retired personnel of the armed services be included in this bill, 
because there are 200,000 retired officers and men of the armed serv- 
ices. Of that number, the great bulk of them—probably 130,000 or 
150,000—live in cities like Washington, San Diego, San Francisco, 
and other large cities, where they have ample facilities to be taken 
care of practically for nothing in Army, Navy, Air Force, or Public 
Health hospitals. But I assume there are probably 30,000 or more re- 
tired enlisted men and officers who do not live near armed services 
facilities andvas a consequence when they become ill they have no re- 
source other than a civilian hospital. For that reason, I am proposing 
that this committee kindly consider the adoption of an amendment as 
follows: 

On page 5, line 19, by placing a comma after the word “amended”, 
and adding the following: 


Excepting retired personnel of the armed services retired for stipulated length 
of service who shall be eligible for the benefits proposed herein for retired civil 
service annuitants upon their individual application therefor, and the allotment 
of such fraction of their retired pay to cover a premium to the health benefit 
fund established under section 11 of this bill. 

As I mentioned a moment ago, the inclusion of approximately 
30,000 additional retired personnel to this bill would cost very little 
in overhead operation, whereas if the bill I now have on the House 
side is enacted into law, for approximately 30,000 men, officers and 
men, it is readily understood that the overhead in the Pentagon would 
be quite some sum. 

Besides, we are retired from the military, and the retired civil 
service annuitants from civil service operations and we usually re- 
tire—the Army men retire at an earlier age than the civil service 
men—but nevertheless the inclusion of our group in this bill, we 
are satisfied, would meet with the approval of the Pentagon which 
would help in securing approval of the President in the event this 
bill reaches the White House. There is one other point I would like 
to add here, outside of the interest I have for the retired personnel, 
and that is that men who were formerly employed in the civil serv- 
ice and who left their retirement deductions remain with the Civil 
Service Commission, that all such individuals in the years ahead, 
when they attain the proper civil service retirement age, that they 
also be enabled to come within the hospital provisions of this pro- 
posed bill. Is 

I am very grateful to you gentlemen of the committee for giving 
me this opportunity to present this argument in behalf of the re- 
tired personnel of the armed services and I would like to mention 
again that I am quite positive that the Pentagon would be more than 
elated if this proposal of mine was included in this bill for the simple 
reason they are always claiming that they do not have sufficient medi- 
cal care to provide for those in active service and my proposal here 
would take at least 30,000 to 50,000 men, officers and men, from the 
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military load, because they give us practically the same service as 
they do to those in active service. It would help the military, and 
for that reason I believe this bill could be strengthened if our small 
group were included therein. 

Mr. Brawtey. Thank you very much. We appreciate having your 
comments. 

The next witness is Mr. Ross A. Messer, legislative representative, 
National Association of Post Office and General Services Maintenance 
Employees. 


STATEMENT OF ROSS A. MESSER, LEGISLATIVE REPRESENTATIVE, 
NATIONAL ASSOCIATION OF POST OFFICE AND GENERAL SERV- 
ICES MAINTENANCE EMPLOYEES 


Mr. Messer. Thank you you, Mr. Chairman and members of the 
committee, for the opportunity to appear before you today. I am 
Ross A. Messer, legislative representative of the National Association 
of Post Office and General Services Maintenance Employees, repre- 
senting the custodial employees of the postal field service and General 
Services Administration in the 49 States, Hawaii, Puerto Rico, the 
Virgin Islands, and the District of Columbia. 

I wish to thank you, Mr. Chairman and the members of your com- 
mittee, for the interest you have shown in enacting legislation to pro- 
vide health insurance for the employees of the Government. I also 
wish to thank Senator Olin D. Johnston for his interest and the in- 
troduction of S. 94. 

Our association endorses the proposals for health insurance as set 
forth in S. 94 in preference to the plan offered by the Civil Service 
Commission. 

It is our belief that the employees should have an opportunity to 
select the plan best suited to their individual needs, instead of being 
blanketed under the general plan as proposed by the Civil Service 
Commission. Facilities in the various parts of the country differ con- 
siderably and the providing of benefits which are not available in a 
particular area would be of little service to the employees concerned 
if they cannot secure the benefits. It is for this reason that we are 
of the opinion that the employee should be allowed to select the type 
of coverage best suited to his immediate needs and available in his 
particular locality. 

The proposal of the Civil Service Commission requires that the 
employee pay the first $50 of hospital or medical bills. The employee 
with a large family would apparently be required to make consider- 
able cash outlay before receiving any benefits under the Commission’s 
proposal if periods of illness or hospitalization were short and oc- 
cured to several members of his family. We cannot agree with the 
Civil Service Commission’s position that the first $50 should be paid 
by the employee. 

We are greatly interested in securing adequate coverage, including 
major medical. However, the item of cost is foremost in our mind. 
According to the 1958 Annual Report of the Postmaster General, the 
average salary of the 13,919 full time post office custodial employees 
was $3,807 as of June 30, 1958. 

The Post Office is not the only agency with low average salaries. 
In many areas, General Services Administration has a considerable 
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number of employees with average salaries of $3,000 or less per 
annum. 


The Commission has proposed an overall cost of $15.15 per month 
for a married employee with the Government paying one-third, or 
$5.05, and the employee paying two-thirds, or $10.10. We prefer the 
provisions in S. 94 whereby the Government would pay two-thirds of 
the cost and the employee would pay one-third of the cost. 

It is our opinion that regardless of how good the health insurance 
program may be, it will be of no value to the employee if it is priced 
above his ability to meet the cost. 

Mr. Chairman, several witnesses have been asked their views on the 
cost pone divided 50-50 by the Government and the employee. It is 
our belief that the Government should pay two-thirds of the cost and 
the employee one-third. However, if this one item would be the 
stumbling block to the enactment of a health insurance program, we 
would be willing to accept a 50-50 proposition, with the Government 
and the employee sharing the cost equally. 

I wish to again thank you, Mr. Chairman and members of the com- 
mittee, for this opportunity to appear before you today. 

Mr. Brawiey. Thank you, Mr. Messer. 

The next witness is Mr. Harold McAvoy. 


Apparently he had to leave. He has a prepared statement and at 
this point I order it inserted in the record. 
(The statement referred to follows :) 


STATEMENT OF Harotp McAvoy, NATIONAL PRESIDENT, NATIONAL ASSOCIATION 
OF Post OFFICE AND PostTaAL TRANSPORTATION SERVICE Mart HANDLERS, 
WATCHMEN, AND MESSENGERS 


Mr. Chairman and members of the committee, my name is Harold Mc- 
Avoy, national president of the National Association of Post Office and Postal 
Transportation Service Mail Handlers, Watchmen, and Messengers. We are 
part of the Government Employees’ Council and the American Federation of 
Labor-Congress of Industrial Organizations. As national president I would 
like to go on record as fully endorsing S. 94, the bill introduced by Senator Olin 
D. Johnston. Our people are indeed grateful to Senator Johnston for introduc- 
ing this worthy legislation. To you, Mr. Chairman and your committee, we are 
grateful to you for calling these hearings on health insurance for Federal 
employees. 

Fully realizing that the cost of living has gone up over the years, and that 
our people are the lowest paid in the postal service, a bill such as S. 94 would 
be a godsend to our people. It is hard for our people to meet the average sick- 
ness that strikes without warning, let alone trying to pay for the lingering illness, 
without going into debt. Many of our people are not under the Blue Cross plan, 
etc., due to the money involved. 

Again, if I may repeat, the passage of S. 94 would be a tremendous help to 
our people in obtaining the necessary medical care they should have. It would 
also be a tremendous morale lift due to his worries to meet the medical bills he 
finds hard to pay. I have attended the hearings since the first meeting was 
called, and it is hard to understand the administration’s witness who suggested 
that the employee pay two-thirds of the cost, the Government one-third. 

At the present time, we find it hard to get along on our present salary without 
considering the cost of doctor’s bills, etc. So at this time I would like to say 
that I hope your committee will give serious consideration to the employee paying 
one-third of the cost as outlined in S. 94. 

I also hope that this committee will give serious consideration to having the 
bill enacted into law this year instead of next year. If S. 94 is put over until 
next year, it will make it that much harder for our people to carry the load they 
are carrying now. 

In concluding this statement, our organization fully endorses that there be— 

(a) Free choice of plan by employees. 
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(b) An employee advisory council with an effective role in administration of 
the program—that our labor unions in the Government Employees’ Council be 
part of this advisory council. 

(c) Full disclosure of financial operations of participating insurance plans 
and continuing studies of cost and benefit adequacy. 

There is no doubt in my mind that the attention you, Mr. Chairman and your 
committee, give to the legislation before you will be a great step in the right 
direction in removing one of the basic obstacles to family security, and replacing 
same with security on the job where, if I may repeat, good morale is necessary 
plus contentment. 

I wish to thank you for the privilege of appearing before you, and I sincerely 
hope you give speedy and favorable consideration to this worthy, and long over- 
due, legislation—S. 94, which is now before you. 

Thank you. 

Mr. Chairman, with your permission, I would like to submit our statement 
for the record, and then make a few remarks, which should cover the thinking 
of the people I am privileged to represent of the National Association of Post 
Office and Postal Transportatior. Service Mail Handlers, Watchmen, and Messen- 
gers. 

1. Is the free choice of plan by employees after listening since the hearings 
began. I will leave that part of the bill up to the wisdom of your commit- 
tee. Our people have complete faith that you and your committee will come 
up with a plan that will be in the best interest of all the employees involved. 

2. Our people strongly recommend that an employee advisory council with 
an effective role in administration of the health program be part of the final 
health bill. 

3. That the $50 deductible, as presented in the administration’s plan, be 
dropped as it would create a hardship for our people. Our members are all 
employees of the postal service. We are also the lowest paid in the postal 
service, and it is our opinion that a $50 deductible would deprive a lot of 
our people from early diagnosis and preventive medicine care. 

4. That the employee pay two-thirds of the cost, the Government one-third 
as proposed by the administration’s plan, be changed to read one-third by 
the employee, two-thirds by the Government. 

Again, Mr. Chairman, I have heard you ask this question many times as the 
various witnesses appeared, “Could you accept a 50-50 basis pertaining to the 
cost?” My answer to that is, “yes, we could accept,” fully realizing that at this 
time, we have no coverage at all. 

Thank you, Mr. Chairman, and members of your committee for the privilege 
of appearing before you. We hope you will give speedy and favorable considera- 
tion to this worthy piece of legislation, S. 94, which is now before this com- 
mittee. 


Mr. Brawtey. Mr. Lasseter’s statement will be inserted in the record 
at this point. 
(The statement referred to follows :) 


STATEMENT OF DILLARD B. LASSETER, EXECUTIVE OFFICER, ORGANIZATION OF 
PROFESSIONAL EMPLOYEES OF THE U.S. DEPARTMENT OF AGRICULTURE 


The Organization of Professional Employees of the U.S. Department of Agri- 
culture is this year observing its 30th anniversary. OPEDA, as it is generally 
called, has approximately 5,000 members who are engaged in professional, scienti- 
fic, technical and administrative work. The members are located in the 50 States, 
in the Territories and possessions, and in various foreign countries. 

OPEDA has previously gone on record as favoring a health benefits program 
for civilian employees of the Federal Government. It wishes to reiterate its 
support for such a program. 

Because of their great numbers, careful selection, age distribution, geographi- 
cal dispersion and other factors, Federal civilian workers as a group are pre- 
ferred insurance risks. In view of this fact and their relatively low pay, they 
especially need and can benefit from the advantages of a group health plan. We 
respectfully suggest that the plan adopted be kept as simple as possible in order 
that the economies possible through mass buying for preferred risks not be frit- 
tered away in administrative overhead. The Federal employees group life in- 
surance program is a highly commendable example of what can be done to pro- 
vide maximum benefits at minimum cost. 
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The need for and problems involved in providing group health service bene- 
fits for Federal employees have been very fully studied in both the legislative and 
executive branches over the past 5 years. We respectfully urge that action be 
taken by the present Congress to bring these plans to fruition. 

Mr. Brawtey. The next witness is Mr. Joseph F. Thomas, presi- 
dent of the United National Association of Post Office Craftsmen. 


STATEMENT OF JOSEPH F. THOMAS, PRESIDENT, UNITED NATIONAL 
ASSOCIATION OF POST OFFICE CRAFTSMEN 


Mr. Tuomas. It is a privilege to be allowed to present my views 
before this distinguished committee today. 

Hospitalization at best is a very complex subject and one which 
aoe a great amount of disagreement, even among experts in this 

eld. 

The bill S. 94 comes as close to solving the hospitalization problems 
of postal employees as any proposal which I have seen prior to this 
time. Actually, S. 94 would for the most part supply adequate cover- 
age for the average postal family and would do so at a cost which 
postal employees can afford. 

The plan suggested by the Civil Service Commission is, however, a 
different story. In my opinion this plan does not give adequate cover- 
age, it is too costly for postal employees and it is in no sense an insur- 
ance bargain. 

I am not an actuary and have no experience in the insurance field. 
However, by making a few simple comparisons of Blue Cross and pri- 
vately sponsored contracts, as against the administration proposals, it 
is very evident that the Commission plan is not the answer to our 
problem. 

As I see it, under the Commission plan, even the simplest of sur- 
gical operations would result in considerable expense to the individual 
postal employee and in many cases would surely result in postpone- 
ment of needed medical care. It may be of interest to the committee 
to know that our association conducted a poll of its membership at the 
time of the last pay raise hearings and we found that about 55 per- 
cent of our members had no bank account at all, but rather owed 
money to either finance companies or to credit unions. Surely then 
the Commission plan will hold no attraction to these people whose 
finances barely stretch from day to day. 

Personally, I feel certain that the great majority of postal em- 
ployees would not be happy with the administration plan. 

We are confronted then with a situation whereby S. 94 is accept- 
able to the employees, but not to those in power, with the reverse ap- 
plying to the Commission proposals. Obviously, if there is to be 
any action at this time, there must be some give and take from both 
sides. I, therefore, suggest that the committee formulate its own hos- 
pitalization bill, which shall include the following suggestions. 

1. Basic hospital and surgical benefits, with very small or no 
“deductible.” 


2. Major medical benefits, the nature of which shall be determined 
actuarily. 
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3. pornene > for those employees who will retire in the future. 

4, A simplified master plan with as few other choices as possible. 

5. Financial participation of the Government of at least 50 percent 
of the cost of premiums. 

Mr. Chairman, I believe that the above points represent the hos- 
pitalization benefits needed by the postal employees of our country. 
It is apparent that it will not be possible to satisfy all those interested 
in this matter. It is certain that if passage of hospitalization legisla- 
tion depends upon satisfying all, we will never see a bill passed. 

The Commission suggestion that further study be made is unwar- 
ranted. The suggestion that the effective date be July 1, 1960, is 
ridiculous. There has already been sufficient study of the matter and 
the time is certainly overdue for passage of this legislation. I know 
of your keen interest in this subject and I, therefore, ask that you use 
your full influence toward giving our employees hospitalization 
benefits during this session of Congress. 

I thank you again for the privilege of presenting my views. 

Mr. Braw ey. Thank you very much. 

Mr. George Warfel, president, National Association of Special 
Delivery Messengers. 


STATEMENT OF GEORGE L. WARFEL, PRESIDENT, THE NATIONAL 
ASSOCIATION OF SPECIAL DELIVERY MESSENGERS 


Mr. Warret. For the record, my name is George L. Warfel, presi- 
dent of the National Association of Special Delivery Messengers 


whose membership consists of special delivery messengers in the field 
service of the Post Office Department. I appear in behalf of our mem- 
bership who, at our last two biennial conventions, adopted resolutions 
advocating Federal Group Health Insurance, including hospital and 
surgical needs of Federal employees. The high and increasing cost of 
medical care makes it imperative that such insurance protection be 
carried and we feel that the Federal Government, as employer, should 
provide for such coverage, at least on the same basis as is generally 
provided to employees in industries outside the Government. 

We deeply appreciate the fact that Government officials have taken 
the deep interest in this subject which they have. We also deeply 
appreciate the introduction of S. 94 by Senator Johnston, and the 
sympathetic interest shown by this committee in consideration of the 
proposed legislation. 

It is our belief that the provisions of S. 94 are needed in order to 
adequately provide for the health insurance needs of Federal em- 
ployees. We trust that the committee may favorably report such a 
bill, and that the legislation may be enacted and operative at the 
earliest date possible of administration. 


Thank you, Mr. Chairman, for this opportunity to express our 
views, 


Mr. Brawtey. Thank you, Mr. Warfel. 


Our next witness is Mr. Frank J. Wilson, president, National As- 
sociation of Retired Civil Employees. 


39992—59——22 
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STATEMENT OF JOHN A. OVERHOLT, LEGISLATIVE REPRESENTA- 
TIVE, NATIONAL ASSOCIATION OF RETAIL CIVIL EMPLOYEES, 
ACCOMPANIED BY FRANK J. WILSON, PRESIDENT; JOHN J. 
MADIGAN, SECRETARY; AND JAMES L. DOUGHERTY, EXECUTIVE 
COMMITTEE MEMBER OF THE ASSOCIATION 


Mr. Overnott. My name is John A. Overholt. I am legislative 
representative of the National Association of Retired Civil Em- 

loyees. I am accompanied by Frank J. Wilson, president, John J. 

adigan, secretary of the association and James L. Dougherty, an 
executive committee member. Our association is in its 39th year and 
has over 98,000 civil service retirees as members. We now have 725 
chapters in 49 States and also have 24 State federations. 

Our association endorses S. 94 introduced by Hon. Olin D. Johns- 
ton, chairman of the Senate Post Office and Civil Service Committee. 
We commend Senator Johnston of South Carolina for his great in- 
terest in employees and retirees by presenting this bill. We commend 
Senator Beall of Maryland, cosponsor of the bill. We also commend 
the chairman of this subcommittee, Senator Neuberger of Oregon and 
his associates on the committee, Senators Yarborough of Texas, Jor- 
dan of North Carolina, Carlson of Kansas, and Morton of Kentucky 
and the committee staff for their sincere interest demonstrated in this 
— matter. 

his proposed program is a tremendously important step in pro- 
moting an up-to-date approach by the Government to improve the 
well-being and the efficiency of employees. Similar programs estab- 
lished by many large companies have demonstrated the widespread 
practice of private employers in promoting the health and efficiency of 
their employees and retirees. The Government should at least ap- 
proach the standards set by such private employers by making avail- 
able to employees and retirees substantial protection against the ever- 
increasing costs of accidents and sickness. 

The pressing need for providing health and hospital services as a 
protection for Federal employees and their dependents, has been 
amply demonstrated by many witnesses who have testified at previous 
hearings before this subcommittee. The corresponding need for such 
services and insurance for retired Federal employees has also been 
stressed by most of these witnesses. In fact, the need for health serv- 
ices is extremely critical among older groups, and the ever-increasing 
peril of inflation strikes its most deadly blows at retirees whose fixed 
dollar incomes have progressively declined in value while the costs of 
medical care and other necessities continue to increase. 


We believe that the statement of principles in section 2 of S. 94, 
namely : 


In view of the demonstrated values of prepaid health service to the well-being 
and efficiency of employees, and the widespread practice, on the part of large 
private employers, of participating with their employees in obtaining such bene- 
fits, the Congress enacts this act in order that the Federal Government shall 
measure up to the standards now commonly set by private employers in this re- 
gard, by making available to Federal employees and their dependents the maxi- 
mum financial protection against sickness costs, and the most comprehensive 
preventive, diagnostic and curative medical care, obtainable for practical finan- 
cial outlays by employees and by the Government— 


is not limited to present employees but applies equally to those who 
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have devoted their lives to the service and are now on retired rolls. 
The Federal Government cannot ignore the progressive examples of 
many large private employers who sponsor such programs and have 
included persons already retired in their health programs. (For ex- 
ample: Arkansas Power & Light Co., B. F. Goodrich Co., Eastman 
Kodak Co., Goodyear Tire Co., Firestone Tire Co., Gilmore Belt & 
Rubber Co., American Sugar Refining Co., Swift & Co., Minnesota 
Mining & Manufacturing Co., and the First National Bank of 
Oregon. ) 

At the same time we recognize the fact that this program will be 
costly both to the Government and to individual participants. During 
these hearings we have observed that questions of cost have been fre- 
quently mentioned. We realize that to add present retirees to the Fed- 
eral employees proposed to be covered by the program would add to 
its initial cost. However, we call your particular attention to the fact 
that this increased cost will decrease each year as death takes our older 
annuitants. In about 10 years the added cost will be reduced almost 
toa nominal figure. 

In this connection we have noted that from time to time over the 
years, references have been made to the illnesses and accidents to 
which older folks are subject; and they have inferentially been placed 
in the group considered as poor or bad risks, insurancewise. How- 
ever, the experience of our association in the past couple of years in- 
dicates that this impression is exaggerated. Our group of nearly 
100,000 men and women has only a relatively few who are less than 65 
years of age. About one-third are women; two-thirds are men; and 
they are located in all parts of the country. 

After much effort to develop a hospital-surgical plan for this group, 
early in 1957 we succeeded in having the Continental Casualty Co. 
underwrite a satisfactory policy without age limit, without physical 
examination, without executing any questionnaire disclosing physical 
condition, regardless of existing physical condition and noncan- 
cellable. The premium was $6 a month for a member and the spouse 
was eligible to participate at an additional $6 a month. About 30,000 
members and spouses came into the plan at its inception on May 1, 
1957. Since that time an additional 15,000 have come into the plan. 
The division of the 45,000 participating is approximately 35,000 mem- 
bers and 10,000 spouses. 

The experience has been favorable enough to justify the company 
in making very substantial increases in the benefits, effective May 1, 
1959, without increasing the premium. The room and board allow- 
ance for the 31-day period is increased from $10 to $13 per day, and 
the miscellaneous hospital expenses are increased from $120 to $130. 
An open enrollment period has been announced for the month of May, 


and it is anticipated that an additional large number of eligibles will 
join. 


The claims filed in the 23 months have — only about 860 a 
e 


month. The average claim has been modest, less than $200. We 
assume that the experience with probably the largest group of senior 
citizens gathered in one association has influenced the Continental 
and other large companies in soliciting, through almost nationwide 
advertising campaigns, those over 65 years of age to buy policies 
similar to ours and with benefits and rates similar but less favorable. 

In the event present civil service retirees are not included by making 
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available health insurance for them on the same basis as future re- 
tirees under S. 94, large groups of these employees already retired may 
be penalized by the proposed act because they may lose such healt) 
insurance as they now have or if they do not lose it, the premiun 
for continuing this insurance may be greatly increased and become so 
high that it will be difficult for them to continue it.. The reason for 
this situation developing as a result of S. 94 is that many retirees are 
now insured in small local groups or in a few larger groups composed 
of present active employees which allow them to continue such cover- 
age after retirement. When S. 94 is passed practically all of the 
presently active employees will promptly abandon these group policies 
and seek coverage under its much more favorable provisions. We 
must remember when Congress passed the Government Life Insurance 
Act it almost wrecked several beneficial life insurance associations run 
by employees and retirees. 

Furthermore, new employees would not be interested in joining tlie 
previously established groups and such groups would retain only the 
retirees as members. Without a regular aie of new members thie 
established groups will be forced to drastically increase premiun 
rates of the remaining members (retirees) and the rates would be so 
prohibitive that many retirees would be forced to drop their policies. 
As a result the business of these group policies would have to be 
abandoned and retirees would lose the expected protection after pay- 
ing premiums for many years and after building up a local group 
policy which agreed to give them such protection in their old age. 

We call your attention to another large group of present retirees. 
members of our NARCE hospital-surgical plan, many of whom would 
be penalized if S. 94 is enacted without including persons already re- 
tired. As previously indicated, our association now has a group 
hospital-surgical benefits policy underwritten by the Continental 
Casualty Co. which protects 45,000 present retirees and spouses who 
anticipate having this protection until death. 

The premium is reasonable because of the large size of the group 
which is covered by the policy. Many of the retirees die each year 
but the number covered does not decrease because retiring employees 
are recruited to fill the vacant ranks. After S. 94 is passed the new 
retirees will be covered by that act and will not be interested in the 
more modest protection offered through our Continental Casualty 
policy. The number covered by our policy will steadily decrease due 
to the deaths. Eventually this decrease will substantially reduce the 
number covered and the age of those remaining will steadily increase. 
This will make it necessary for the company to increase the premium 
or discontinue the policy and our aged retirees will Jose their protec- 
tion, when they need it most. We do not believe that Congress would 
like to bring about such an unfortunate situation. 

S. 94, section 13, paragraph (b) provides for benefits for employees 
retired in the future. Such benefits shall be available to any emplovee 
who (1) is retired on an immediate annuity under the Civil Service 
Retirement Act or other retirement system for Government 
employees, (2) has made contributions to an approved plan either 
(A) during the last year of his creditable civilian service immediately 
preceding his retirement, or (B) during the entire period of his credit- 
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able service after December 31, 1959, until his retirement. This does 
not include employees who are now on the retirement rolls. 

We respectfully suggest an amendment to provide coverage for the 
employees already retired, with the provision that these retirees con- 
tribute on the same basis as those who retire in the future. 

In this connection, we call attention to the plan adopted by the State 
of New York. The State established a health insurance program for 
employees on December 5, 1957. At that time those who had retired 
previous to that date were not eligible. However, as of June 1, 1958, 
all previously retired employees were made eligible for the benefits of 
the plan. The cost of this insurance for active employees, future 
retirees, and prior retirees is borne partly by the State and partly by 
the employee or retiree. Briefly, this formula is as follows: The State 
pays 50 percent of the cost of coverage for the employee or retiree 
and 35 percent of the additional cost covering dependents. Averill 
Harriman, Governor of New York, said at the time the State included 
persons already retired : 

It is my opinion that the needs of older people in this area of voluntary health 
insurance have long been neglected and it is my hope that other employers will 
soon provide their retired workers and dependents with similar protection. 

The situation now facing the Federal Government is exactly the 
same which confronted the State of New York. After due considera- 
tion the State found it advisable to include employees already retired 
in its plan. The Federal Government is warranted in doing likewise. 
We urge that this committee include present retirees in the health 
program under consideration. 

We also respectfully suggest that section 17 should provide for a 
representative of a national association of retired Federal employees 
as well as representatives of national associations of active Federal 
eupiaaers on the Federal Employees Health Benefits Advisory 
Council. 

We thank the chairman and members of this committee for their 
courtesy and the privilege of appearing before your committee. We 
urge early action by your committee. 

I would like to add one comment. We have heard it said many 
times that: any plan by which retired persons should be included, in 
a health program, should be on the basis that they should have 
participated before they retire. In other words, that they should 
have made some contributions before they retire. : 

We offer this additional comment: That this implies also that they 
would have benefited by Government contributions before they re- 
tired. And if they had used the plan, they would have received 
much more in benefits than they would have paid in. Therefore, the 
prior use of the plan has two aspects, one of which tends to counter- 
balance the other. We do not contend, we do not ask any help for ill 
nesses before this bill is passed or before the program goes into opera- 
tion. We do not ask for any contributions to a fund representing a 
failure to contribute before the program goes into effect. But we do 
ask, in all fairness, to the plight of our retired persons, that they be 
permitted to share in whatever plan is adopted on the same basis that 
people who retire after that plan is adopted. 

Thank you for this opportunity. 
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Mr. Brawuey. Mr. Overholt, I refer to a statement you make in 
your presentation : 

We respectfully suggest an amendment to provide coverage for the employees 
already retired, with the provision that these retirees contribute on the same 
basis as those who retire in the future. 

I believe there are some 230,000 retired people on the rolls. Infor- 
mation has been given to the committee in the past to the effect that, 
the way you figure the cost of a medical program for those people is 
about 3 to 1 over active employees. Is it your suggestion that if these 
230,000 former employees be covered that they pay the same premium 
or would you give them the same benefits or lesser benefits ? 

Mr. OverHoir. We think that premium paid should be for our 
presently retired people, should be computed on the same basis as the 
premium that will be paid by persons that retire in the future. If it 
is one-third, ours should pay one-third, if it is one-half, ours should 
pay one-half. 

Mr. Brawtey. But you think the total premium should be the same? 

Mr. Overnour. That is correct. We think that the fact that they 
did not contribute during our active service is counterbalanced by the 
fact that the Government did not contribute to any of our health ex- 
penses in our prior Government service. 

Mr. Brawtey. The point I am trying to bring out is this: If we 
do cover the 230,000 already retired, the total premium for all will 
increase; it will not be the same. Do you favor increasing the pre- 
miums for active and future retirees to cover those people already 
retired ? 

Mr. Overnott. If that is necessary, but we question whether the 
differences in the health costs is as much as has been estimated, but 
we do not have research facilities to determine that. However, we 
think it is important enough to cover the presently retired people, to 
make whatever slight adjustment would have to be made and it would 
have to be slight because the proportion of active employees to re- 
tired employees is still tremendous. 

Mr. Brawtey. Do you have any statistics to show what the average 
age of your membership is? 

Mr. onlin No, we do not, sir. 

Mr. Brawtey. Thank you very much, sir. 

Mr. Pascuau. One question, Mr. Overholt. These retired people 
are included in some bill that may be brought up. Would you want 
that entirely on a voluntary basis for those already retired ? 

Mr. Overnott. I think it should be, yes, sir. 

Mr. Brawtey. Thank you very much. 

Mr. David Silvergleid of the National Postal Clerks Union. 


STATEMENT OF DAVID SILVERGLEID, SECRETARY-TREASURER, 
NATIONAL POSTAL CLERKS UNION 


Mr. Stiverciem. My name is David Silvergleid and I am serving 
as interim secretary-treasurer of the new National Postal Clerks 
Union located at 918 F Street NW., Washington, D.C. We represent 
approximately 25,000 . office clerks throughout the Nation. Our 
permanent officers will be elected subsequent to our constitutional 
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convention now scheduled in the city of Washington, D. C., on May 
14-16, 1959. 

At the outset, Mr. Chairman, permit me to express my sincere ap- 
preciation for this privilege of appearing before your subcommittee 
on this very vital legislation. Through you, I should also like to ex- 
press my sincere and deep appreciation to Senator Olin D. Johnston 
for his sponsorship of S. 94. 

Mr. Chairman, we desire to express our approval and endorsement 
of the principles generally enunciated in S. 94. 


HISTORY OF MEDICAL INSURANCE 


We feel it is important to go into the history of health insurance 
very briefly to establish a reasonable basis for the two amendments 
which we propose to offer for your consideration. That this legisla- 
tion is long delayed and would redound to the benefit of the Federal 
employee and his employer, the U.S. Goverment as well, is now axio- 
matic and no longer to be questioned. 

A review of events and statements relating to employee health de- 
monstrates the extent to which management, labor, the medical pro- 
fession, and both public and voluntary health agencies have increased 
their understanding of, and interest in, employee health problems. 
Healthy workers are not only industries greatest asset, they are 
equally inmportant as a national resource. As far back as 10 years 
ago, Dr. Robert B. O’Connor, of Harvard University suggested that 
the old adage “Production comes from people” be change to “Maxi- 
mum production comes from healthy people.” 


MEDICAL INSURANCE IN GOVERNMENT 


Government participation has been proposed over a long period. 
Among the reasons given by proponents for advocating these pro- 
posals have been: (1) The example of the Federal Government as an 
employer and the incentive of such fringe benefits; (2) The expansion 
and enrollment which would result from covering as large a group 
as the Federal payroll; (3) The advantages to the employee of a pay- 
roll deduction and of employer contributions for health insurance 
premiums, 

Concrete proposals for providing health insurance protection to 
Federal diem employees and for payroll deductions for the cost 
of the premiums, have taken a variety of forms over the past 10 or 
12 years. The Wagner-Murray-Dingell proposals for compulsory 
health insurance in 1945 contained separate provisions for recruiting 
Federal employees under the program. The separate provisions being 
necessary because civil servants were not subject to other social 
security tax deductions. One of the early omnibus health bills, spon- 
—_ by Senator Taft, contained a section applicable to Federal em- 

oyees. 

' In 1952, the President’s Commission on the Health Needs of the 
Nation recommended that payroll deductions and health insurance 
premiums of Federal employees should be allowed. 

In 1953, Senator Carlson introduced a bill authorizing payroll 
deductions. No contributions from the Federal Government were 
contemplated in this bill other than the expense incurred in making 
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these deductions. Subsequent bills including the 1957 proposals have 
called for a Federal contribution to the cost of the Health Insurance, 
Those providing only major health expense benefits placed the entire 
cost. of a proposal of insurance on the Federal Government. 
However, with respect to the 1957 bills, providing for major medi- 


cal expense insurance only, the AFL-C1O executive council took 
the following position : 


The broader extension of major medical expense for catastrophic health in- 
surance coverage as advocated by some in Government and industry is neither 
a constructive basis for a national health program nor an adequae answer for 
the need for a comprehensive prepaid health service. Unless accompanied by 
a measure designed to aid in the development and expansion of direct medical 
service, prepayment programs which emphasize preventative care and en- 
courage early diagnosis and treatment, any effort on the part of the govern- 
ment to promote the catastrophic insurance policy to private carriers can only 
lead to further inflation of medical costs and deterioriation in the quality of 
medical care, while ignoring the most essential health needs of the public. The 
type of major medical expense or catastrophic insurance policy presently offered 
by commercial carriers cannot be regarded as a suitable alternative to, or 
substitute for, a sound based program of comprehensive insurance protection 
which provides for diagnosis and treatment in the home or doctor’s office as 
well as in the hospital, and which covers the common as well as the exceptional 
condition. Where a satisfactory basic program of this type already exists, a 
major medical insurance provision may be useful as a secondary supplement tu 
such a program. The measure of its acceptability, however, should be the ex- 
tent to which the basic health plan already meets the primary object to remove 
the dollar barrier to comprehensive health service, including preventative care 


for the entire family. 

However, early in these hearings, one agency witness testified that 
he would recommend major or catastrophic insurance rather than 
basic coverage. We wonder whether or not he realizes that with cur- 
rent medical, hospital and surgical costs, and their constant upward 
trend, and with the present income of most Federal, and particularly 
postal employees, that every illness, every hospitalization, every sur- 
gical procedure is catastrophic and major. We might also add that 
such emergencies are not only catastrophic in nature, but no amount of 
fringe benefits such as paid leave, employees’ compensation, retire- 
ment disability, or life insurance, can assist an employee in meeting 
either hospital or surgical bills incurred by either himself or one of 
his Ripendents. 


MEDICAL INSURANCE IN INDUSTRY 


It is now an indisputable fact that as many as probably 100 million 
American workers and their dependents are protected under one form 
or another of medical and hospital insurance. Rare is the collective 
bargaining agreement negotiated these days that does not, contain 
some provision for medical insurance. As to the method of financing 
these plans, an evident trend was described in a booklet issued June 
1953 by the U.S. Department of Health, Education and Welfare, 
entitled “Management and Union Health and Medical Programs.” 

Under the heading of “Extent of Financing,” we read the following: 

The degree to which an employer should carry the responsibility for financing 
Health and Welfare programs recently, has become a major issue in collective 
bargaining, and at present, there is a growing tendency for benefits to be 
financed entirely by employers. Although the phrases “employer financing” and 
“employer contributions” are commonly used, the employees regard contribu- 
tions as money which is theirs since it is provided in lieu of wages. 

It should be recalled that the amounts reported as payments by the employers 
represent both the amount paid under the sollective bargaining agreements and 
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contributions to other prepayment plans financed by employers along or jointly 
by employers and employees. The method of financing health and welfare bene- 
fits paid under collective bargaining agreements is known for programs covering 
nearly 6.5 million workers in mid-1950. Of these, nearly 60 percent were cov- 
ered by plans financed entirely by the employer. Of the unions for which data 
is available, about half had from 80 to 100 percent of their workers covered by 
health and welfare plans which were entirely financed by the employer. In mid- 
1950, about 30 percent of the workers covered by any type of health and wel- 
fare program had protection against all or part of their hospital bills and al- 
most 65 percent of these workers were covered by programs financed entirely 
by the employer, and 35 percent of these were covered by programs jointly 
financed by employers and employees. 


A subsequent study completed in November 1957 by the Depart- 
ment of Labor showed continuing progress, not only in the increase in 
number of workers covered by some form of medical insurance plan, 
but also, a continuing trend toward complete financing of such plans 
by the employers. 

We recognize the difficulties confronting this committee, partic- 
ularly with respect to the cost element. We also recognize and appre- 
ciate the efforts on the part of the chairman and members of the sub- 
committee to arrive at a bill which will be generally acceptable. How- 
ever, we believe the questions of principle and cost. must be met and 
solved forthrightly and honestly. Government should set the pace 
for private industry in the treatment of its employees, but has failed 
to do so in the field of medical insurance. AI] available statistics in- 
dicate a preponderant trend toward employer financing of medical 
insurance plans. We request that. this subcommittee give serious con- 
sideration to an amendment to 8S. 94 which would provide that. the 


Government fully underwrite the cost of the proposed legislation. 


LOCAL UNIONS 


We would like to call to the attention of this subcommittee the fact 
that there are local unions of Federal and/or postal employees in cer- 
tain metropolitan areas which have for many years maintained med- 
ical insurance plans of their own. Provision is made in S. 94 for 
“health insurance plans duly sponsored or underwritten bv a national 
association of Federal employees.” We are certain that the sponsor 
of this bill would have included a provision for such local unions, had 
the matter been called to his attention. For the protection of such ex- 
isting local plans, we suggest the following amendment to S. 94. to wit : 
“on line 20 of page 2, change period after the word employees to 
comma and add the following words “or subdivision thereof.” Also, 
on line 20, page 6, add comma after the word employees, and add “or 
subdivision thereof.” 

CONCLUSION 


In closing, Mr. Chairman and members of the committee, may we 
again emphasize that we strongly support and endorse the basic prin- 
ciples of S. 94. We are hopeful that you will give serious considera- 
tion to the two amendments we have suggested. May we assure you, 
Mr. Chairman, there is considerable interest. evidenced by our mem- 
bership and all employees of the Federal Government in this legisla- 
tion. We sincerely appreciate your very evident interest, and are 
grateful for the opportunity you have given us to express our senti- 
ments on this bill. 
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Mr. Chairman, that completes my formal] statement. I would like 
to add a few comments. 

I would like to reiterate that the organization I represent approves 
and endorses the basic principles as generally enunciated in S. 94. 
However, sitting here through the various sessions, we recognize the 
fact that one of the main issues that is being and has been developed 
is the issue of costs. We have heard various questions relative to 
the two-thirds, one-third, to the 50-50 and so on. We take a some- 
what different approach to the entire situation. This morning we 
heard the Senator from Utah, Senator Moss, making the statement 
that the Government should set the pace and show the way. We heard 
that sentiment endorsed by the chairman, Senator Yarborough. 

We have heard various witnesses in their testimony state repeatedly 
that statistics show that in private industry the employers were more 
and more financing the entire plan. 

In the 30-odd years, Mr. Chairman, that I have been in the Federal 
service, I have repeatedly heard that same cliche. I have seldom seen 
it implemented. We believe in this instance, in the field of medical 
insurance, that not only has the Government in the last two decades 
failed to even attempt to keep up with private industry in providing 
some form of medical insurance for its workers, but in considering it 
now, should really attempt to set the pace and show the way by apply- 
ing a principle that has become more general today in private indus- 
try, and that is full financing. 

We recommend to the subcommittee that it consider S. 94 on that 
basis; that it be fully financed by the Government. 

One further remark, Mr. Chairman, and I appreciate your patience. 
I might add for the record at this point that sitting here, particularly 
this morning, the thought entered my mind that the chairman’s com- 
petence was equaled only by his patience. 

Just one point. I listened here the other day with great interest to 
the testimony of Mr. Willis of General Electric. We have had a plan 
in my local office since 1944, I have seen it in operation; I have 
worked with it. It was almost an incredible thing for me to learn that 
the Civil Service Commission had come in before this subcommittee 
with a plan or proposition which was patterned almost entirely on a 
plan that had been in operation for just a little over 3 years. 

It takes at least half a dozen years for any medical insurance plan 
to really begin to jell. I might point out to the chairman here that in 
entering or setting up any medical insurance plan, his tendency is to 
be extremely conservative. The primary objective is to try to build 
up a reserve to start off with, in case you run into any difficulties later 
on. We have learned, in our plan, that over a period of years the re- 
serve becomes so great, that recognizing that we have been charging 
nes much, we either reduce premiums or extend benefits—usually the 

atter. 

Again I say, it was incredible that the Commission should pattern 
its entire proposition on the plan. I believe it hasn’t even begun to 
jell as yet, and that admission was practically made by Mr. Willis. 
Beyond that it was more incredible that the Commission recommends 
deductibles and other aspects, such as the retired people, that were in- 
ferior to the plan that had been developed in General Electric. 
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Mr. Chairman, I want to extend my sincere thanks and apprecia- 
tion for your patience and for the work being done by this subcom- 
mittee in trying to bring out a reasonable bill. 

Thank you very much. 

Mr. Brawtey. Thank you. 

(The statement follows :) 

Mr. Braw.ey. The next witness is Lt. Edward H. Ring, Police- 
men’s Association of the District of Columbia. 


STATEMENT OF EDWARD H. RING, PRESIDENT, POLICEMEN’S 
ASSOCIATION OF THE DISTRICT OF COLUMBIA 


Mr. Rrna. My name is Edward H. Ring, president of the Police- 
men’s Association of the District of Columbia, representing the 
White House, U.S. Park Police, and Metropolitan Police. 

Our sole purpose for being here is to respectfully request that we 
be included in this bill—in the final enactment of S. 94. 

Mr. Brawtey. That is the policemen of the District of Columbia? 

Mr. Rine. Yes, sir; the three departments: the White House, 
U.S. Park Police, and Metropolitan Police Department. 

Mr. Brawtery. Do you not think they are now included? 

Mr. Rine. We are not sure, but we wanted to make a specific re- 
quest, sir. Sometimes we have fallen by the wayside because of the 
three departments—one under Interior, one under the Secret Service, 
and one under the Metropolitan Police Department, and numerous 
times special legislation has to be passed to include us. 

Mr. Brawtey. I think it is certainly the intention of the drafts- 
men of the bill that you be included, but we will check to make sure. 

Mr. Ring. Thank you very much. 

Mr. Brawtey. The next witness is James Cobb, president, National 
Alliance of Postal Employees. 


STATEMENT OF JAMES COBB, PRESIDENT, NATIONAL ALLIANCE 
OF POSTAL EMPLOYEES, PRESENTED BY CHARLES R. BRAXTON, 
RESEARCH DIRECTOR 


Mr. Braxton. Mr. Chairman, my name is Charles R. Braxton. I 
am research director for the Nationa] Alliance of Postal Employees. 
: am appearing on behalf of Mr. Cobb, who had to attend another 

earing. 

I wish to express my appreciation, and that of the organization 
which I am privileged to represent, for the opportunity to appear 
before you and to communicate the views of a laboring people on thie 
crucial piece of legislation.. At this time, I wish to express person- 
ally the gratitude of these working people for the fine recovery which 
the chairman has made from his recent illness. I wish to assure you 
that you had our deepest concern and the fervent hope for ultimate 
victory over a serious malady. 

_ Mr. Chairman and members of the committee, we find ourselves 
in accord with this legislative proposal, S. 94, and the principle of 
health insurance which it clearly enunciates. However, there are 
some alterations which we would favor and which we think would 
make the legislation more meaningful. I refer to section 3, para- 
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graph (e), line 12, which concludes with the term “stepchild.” We» 
feel that additional language should be inserted to cover children 
abiding with the employee and dependent upon him and who are 
relatives. This would cover situations where by reason of death or 
other family disruption, a child relative, living with an employee as 
a part of his family, may be covered even though the adoption process 
had not occurred. 

We come now to what in our opinion is a potential hardship to the 
great body of employees in the lower brackets. We refer to section 6, 
paragraph C, lines 4-10. 

The requirement that an out-of-pocket expenditure of $100 by the 
employee be made in addition to the provision of other insurance |x 
may carry; and in addition to that, a 25-percent-of-the-balance 
charge in the case of a catastrophic illness could create an insur- 
mountable problem. 

Obviously, the requirement is directed at the possible abuse of the 
provisions of the insurance program. On the other hand, we are here 
seeking to overcome the underuse of prevailing medical facilities 
by those who hesitate because of the uncertainty of costs. 

In 1932, the Committee on Costs of Medical Care conducted a sur- 
vey which revealed that the amount of medical care received mounted 
rapidly with income. And even then, the care received in the uppe: 
income brackets was less than adequate as defined by the committee. 

It is well to note that the inference can logically be drawn that the 
aicome group which can afford medical care may suffer tremendous 
inconvenience because of the unpredictable nature of medical costs. 
‘hose in the lower income brackets who underuse medical care be 
cause of shortsightedness and costs prohibition do not avail them- 
selves of preventative care. The importance of this fact cannot. be 
emphasized too much, when the group to which this measure applies 
is considered. For when we consider the concern of the executive 
agencies with the use of sick leave, and rightly so, we may well look 
to the active application of preventative care. However, the initial 
costs must be conducive to the participation in such a program. 

Tn section 6, paragraph (b), we are concerned with the role of thi 
Commission in its relation to the Advisory Council. The languave, 
as used in this bill, empowers the Council only to advise and to con- 
sult. Moreover, the language of the bill requires the Commission to 
consult with the Advisory Council after which it can proceed to reac: 
its own findings and conclusions. We respectfully suggest that the 
consent of the Council in the decisions of the Commission, at least on 
the broad framework of overall policy, would provide an equitable 
procedure. 

We are concerned with the application of the provision as set forth 
in section 6, paragraph (b) beginning at line 10 through 22. While 
we do not presume to be experts in the insurance field, our study of the 
various group operations leads us to believe that the plan as described 
in section 5, paragraphs (c) and (d) could be nullified by making the 
requirements too stringent. Also, we look with favor on such plan> 
which incorporate the feature of preventative care as well as hos- 
pitalization and surgery. Frankly, your interpretation of the meas- 
ure may resolve these apprehensions which we raise; however, we de- 
sire the record to show that these were and are points of concer! 
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with us. The bill, otherwise, meets with our approval and has our 
support. 

e support of the principle embodied in this bill, we would like, 
briefly, to present some argument as to the basis of our reasoning. 

We feel that many Federal employees are not availing them- 
selves of the available medical care because of limited income, because 
of confusion stemming from the claims of the numerous competitors 
in the field, and because of obligations incurred for a minimal stand- 
ard of living. As we see it, this proposal goes a step further than 
programs now existing to eliminate the dollar barrier between the 
Federal employee and the physician. We further feel that the doctor 
also faces the dollar barrier, with the knowledge of the patients’ need 
and some hesitation with reference to his ability to pay the cost. 
With the elimination of this obstacle, the patient and the doctor can 
come together on the basis of need and need alone. 

It. is worthy of note that the bill before this committee takes care 
to preserve the doctor-patient relationship in the alternative plans 
advocated. While recognizing the reality of a well-defined custom 
such as this relationhip, the opposition to applying the insurance 
principle to a social ad andaale need cannot go unheeded. In this 


regard let me state the view which we direct to this question. Medi- 
cine and the heeling arts must ever remain the servant of the society 
of which it isa part. Those who feel that this approach to the catas- 
trophe of illness must adjust their thinking to that role and rededicate 
themselves to the how of providing for the health needs of society. 
We feel that the relative importance of status of this profession, as 
other professions whose purpose is the advancement of mankind, must 


not outweigh the purpose of its origin. 

These thoughts place the invective of socialized medicine in 
proper perspective with emphasis on the qualitative gains to the 
Nation and its people and its economy. Professor Galbraith in his 
“Affluent Society” has this to say: “The test ahead of us will be less 
the effectiveness of our material investment than the effectiveness of 
our investment in man.” That point is well applied here as opposed 
to those who see the factor of health as a worthy sacrifice to the god 
of the dollar and personal or institutional aggrandizement. We fore- 
see 2 more stable workforce and a more stable family structure in the 
release from this phase of concern and worry which accompany the 
threat of illness and disease. 

Thank you Mr. Chairman and members of this committee for the 
attentiveness and courtesy which you have shown to our presentation. 
It is our hope that we have contributed in some small way to the 
deliberations which you are entering into on this measure, and finally, 
may I,on behalf of our laboring people wish you the best of health and 
an enriched life. 

I thank vou. 

Mr. Brawtey. Thank you. 

For the record, we have a letter addressed to Senator Neuberger 
from Dr. Robert Pollack, with the request that it be inserted in the 
record immediately following his testimony of April 28, and also a 
chart to follow the testimony of Mr. Roy Colman. 

We also have a letter dated April 27, 1959, addressed to the Honor- 
able Olin D. Johnston, chairman of the committee, from Dr. F. J. L. 
Blasingame, executive vice president, American Medical Association, 
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and a letter dated April 21, 1959, addressed to the chairman from 
Joseph J. Reino, president, Air Traffic Control Association, and , 
brief submitted by the National Association of Internal Revenue 
Employees on the Federal Employees Health Insurance Act of 1959, 
There is also an insertion requested by Senator Moss who appeared 
here this morning, a letter addressed to Senator Moss from Mrs, 
Marjorie Lockhart, secretary, Local Ladies Auxiliary No. 8 to the 
National Association of Letter Carriers in Salt Lake City, Utah. 

There is also a letter addressed to Senator Neuberger from James 
Brindle, director, social security department of the international] 
union, United Auto Workers. The committee has received a state- 
ment from Dr. Emmett Murphy, director of industrial relations of 
the National Chiropractic Association. 

These letters and statements will be printed at this point. 

(The letters and statements referred to follow :) 


AMERICAN MEDICAL ASSOCIATION, 
Chicago, Ill., April 27, 1959. 
Hon. OLIn D. JOHNSTON, 
Chairman, Post Office and Civil Service Committee, 
U.S. Senate, Washington, D.C. 


Dear SENATOR JOHNSTON: This letter, outlining the position and recommenda- 
tions of the American Medical Association with respect to S. 94, 86th Congress, 
is respectfully submitted for the consideration of your committee. We are 
presenting our views in a written statement rather than through oral testimony 
because of the difficulty which we understand you have encountered in hearing 
all who have applied to testify. If, however, any members of the committee have 
specific questions which they would like to direct to the American Medical Asso- 
ciation, be assured that we will do our best to supply an answer. 

For many years the American Medical Association has been active in encourag- 
ing the extension of coverage and the improvement of benefits under Blue Cross, 
Blue Shield, and commercial health insurance programs. Our interest in the 
overall field has included serious consideration of a health insurance program 
for the benefit of Federal employees and their dependents. For at least the last 
5 years we have followed closely the bills that have been introduced in Congress 
in this regard and have worked with the U.S. Civil Service Commission and other 
interested agencies inside and outside of Government in an effort to devise the 
most satisfactory arrangement. 

At its meeting on March 19-20, 1955, our board of trustees voted to approve 
legislation which would authorize the Civil Service Commission to make avail- 
able, on a voluntary contributory basis, group hospital, surgical, medical, and 
other personal health benefits for civilian officers and employees in the Federal 
service. This is still the official position of the association. 

As a result of a more detailed consideration of pending legislation by our 
council on medical service and our council on legislative activities, it has been 
suggested that the plan finally agreed upon should— 

(a) Permit a realistic choice of plan on the part of the individual em- 
ployee ; 

(b) Permit all qualified carriers to offer coverage; 

(c) Require financial participation by the employee in the payment of 
premiums under any plan or plans selected ; 

(d) Provide for a minimum of governmental regulatory authority over 
participating carriers or plans; and 

(e) Provide for adequate prefunding for persons who retire after July 
1, 1959, and a method by which the person who retired before that date can 
participate on a contributory basis. 

It is our further belief, however, that the American Medical Association should 
not attempt to offer suggestions as to: 

(a) The specific amount of the Government contribution to the prorgam: 

(6b) The maximum benefits payable under the basie or major medical pro- 
gram; or 

(c) The formula to be applied in determining the eligibility of an insurer 
to participate in underwriting basic or major medical benefits. 
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In applying these policy statements to S. 94, the pending bill, it is our belief 
that satisfactory amendments could be made rather easily within the frame- 
work of this legislation. Without suggesting specific amendatory language we 
would recommend that further consideration be given to the following provisions 
of the bill: 

Sections 5 and 6: These sections describe the basic health plans and the major 
medical benefits covered by the bill. 

Although section 5 specifies that the individual employee must elect to par- 
ticipate under one of the four basic health plans, it is not clear whether major 
medical insurance coverage under section 6 would be automatic for all employees 
or for those who elected to participate under section 5. This should be clari- 
fied. 

In our opinion a more important provision of section 6 deals with the vesting 
of authority in the Civil Service Commission to select “one or more insuring 
companies” to provide group major medical coverage. This provision, plus the 
assumption by the Government of the entire cost of this coverage, are in our 
opinion the most objectionable features of the bill. 

Briefly, it is our position that there should be no distinction between sections 
5 and 6 insofar as free choice of carrier and employee participation in the pay- 
ment of premiums is concerned. We would favor a combined basic and major 
medical program with an opportunity for the employee to exercise a choise in 
the selection of the plan and a requirement that he pay a part of the premium. 
This, in our opinion, would result in improved health service under a more ac- 
ceptable and more easily administered program. It would also eliminate any 
discrimination in favor of only one or two insurers providing major medical cov- 
erage. 

It is recognized that all plans providing basic benefits do not offer the supple- 
mental or major medical coverage. In these instances the Government could 
contract with other carriers to provide the additional major medical coverage 
for those persons selecting basic plans which do not in themselves provide it. 

It is also possible that section 6 in referring to “insurance companies” may rule 
out Blue Cross and Blue Shield plans from underwriting major medical cover- 
age. The language should be amended. 

The provisions of section 6(c) establishing a variable deductible based on an- 
nual salary is, in our opinion, a desirable feature of the bill and should be re- 
tained. It is noted that the section is silent as to how the deductible feature 
will be applied for retired employees and survivors. It would seem, also, that 
some provisions should be included in this section to delineate the maximum major 
medical benefits payable. 

In section 5(b) reference is made to “basic health benefits” in connection with 
cash indemnity plans. Since this terminology is omitted in describing the plans 
under section 5 (a), (ec), and (d), it is not clear whether a distinction is in- 
tended. In our opinion the same or similar descriptive language in all four 
subsections would be preferable. 

Section 10: This section deals with the division of premium costs between the 
Government and the employee with respect to the basic plans covered by section 
5. As stated above it is our belief that the employee should also share in the 
cost of the major medical coverage authorized under section 6. 

Section 11: As stated earlier we believe that the program should include per- 
sons already retired and those retiring after July 1, 1959, on a contributory basis. 
It is probable that if this type of provision is included in the bill this section 
would have to be amended to provide more specifically for prefunding and for a 
method of financing the benefits payable to persons who retired prior to July 
1, 1959. 

Sections 12 and 16: These sections provide the Commission with certain regu- 
latory authority. It is not clear, however, whether the establishment of a medi- 
cal fee schedule is intended. It is our definite recommendation that fee sched- 
ules not be established by the Commission. We suggest instead that consideration 
be given to incorporating either in the law or administrative regulations, author- 
ization under the major medical program for payment of a stipulated percentage 
of the “usual and customary” charges, which language is contained in the 
majority of policies providing this type of coverage. 

Section 13: It is not completely clear whether this section is intended to 
apply retroactivity to employees who retired before July 1, 1959. Although we 
recognize that such authorization would represent somewhat of a deviation 
from past precedents we believe that participation by these individuals on a 
voluntary and a contributory basis is desirable. 
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It is recognized that inflationary trends have made it difficult for some of 
these individuals to purchase medical care and hospitalization, as well as other 
of the basic necessities of life. Their inclusion in this legislation would provide 
them with a contributory mechanism for the procurement of health benefits. 

In eonelusion and on behalf of the American Medical Association, I would 
like to express our appreciation for the opportunity to present our views on 
S. 94, 86th Congress. If the committee is desirous of additional comment or 
information, please feel free to call on us. 

Sincerely yours, 


F. J. L. BLASINGAME, M.D. 


AIR TRAFFIC CONTROL ASSOCIATION, 


Arlington, Va., April 21, 1959. 
Hon. OLIN JOHNSTON, 


Committee on Post Office and Civil Service, 
U.8. Senate, Washington, D.C. 


DEAR SENATOR JOHNSTON: On behalf of the 7,000 members of the Air Traffic 
Control Association, I want to express approval of the Senate bill 94 introduced 
by you and presently the subject of hearings being held by the Subcommittee of 
the Committee on Post Office and Civil Service. 

The Air Traffic Control Association is an independent, nonprofit professional 
organization founded in 1956 and dedicated to progress in the art and science 
of air traffic control in the service of the Nation. While ATCA is composed 
principally of air traffic controllers, both civil and military, its membership also 
includes many pilots, private and business aircraft owners and operators, air- 
craft and electronic engineers, airlines, and others that are interested in the 
safety of the air traveling public. 

S. 94, as we interpret it, very properly recognizes the values of prepaid health 
services to the well-being and efficiency of employees, and the widespread prac- 
tice on the part of large private employers of participating with their employees 
in obtaining such benefits. The bill seeks to have the Federal Government make 
available to Federal employees and their dependents the maximum financial 
protection against sickness costs and the most comprehensive preventive diag- 
nostic and curative medical care. 

This objective takes on a special public significance when considered in the 
light of the physical and mental hazards which confront those Federal em- 
ployees who earry the critical responsibility of safeguarding the air traffic of 
the country against midair collisions in this age of overcrowded airways in- 
habited by aircraft of fantastic speeds. The impact of the control of the air 
traffie control function upon the health of the individual controller has been 
demonstrated by experience. 

Legislative provision, therefore. for health service benefits for Federa! em- 
plovees and their dependents, such as are provided by S. 94 together with the 
provisions for Government contributien to the cost, can be justly considered a 
measure of public interest as well as individual benefit. 

Very respectfully, 


JOSEPH J. Retno, President. 


U.S. SENATE, 
COM MITTEE ON INTERIOR AND INSULAR AFFAIRS, 


April 10, 1959. 
Hon. Otin D. JOHNSTON, 


Chairman, Committee on Post Office and Civil Service, 
Senate Office Building, Washington, D.C. 


DEAR CHAIRMAN JOHNSTON: Enclosed is a letter from Mrs. Marjorie Lockhart, 
secretary, Local Ladies Auxiliary No. 8 to National Association of Letter 
Carriers, regarding S. 94, on which hearings will open on April 19. 

Will you please enter this letter in the record of the hearings on S. 94, and see 
that the views of this organization are given sympathetic consideration. 

Sincerely, 
FRANK E. Moss, 
U.S. Senator. 
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Loca. LADIES AUXILIARY No. 8 
TO BRANCH No. 111, NATIONAL ASSOCIATION OF LETTER CARRIERS, 
Salt Lake City, Utah, April 6, 1959. 
Hon. FRANK E. Moss, 
U.S. Senate, 
Washington, D.C. 


Dear SENATOR Moss: We are in receipt of your letter of March 23. We are 
happy on behalf of the Post Office Ladies Auxiliary to be able to write this letter 
to you. We appreciate your telling us about the hearings and giving us this 
opportunity to express our views on this legislation. 

We feel that S. 94 bas special merit because it is both flexible and broad in its 
coverage. S. 94 allows the employee a full choice of medical plans, yet its 
limitations are such that this can be governed to the advantage of all. 

Medical care is increasing every year. Even as the cost of hospitalization 
stands at the present time it is a great burden to the average family. Just a 
few days in the hospital because of sickness or accident can destroy a family’s 
hard earned savings or set them back to where it will take them years to re- 
cover—possibly never recover the financial loss. S. 94 acts as a buffer against 
such a situation. 

We feel that an overall hospital plan such as the one being presented here is 
necessary for Federal employees. This bill is, in our opinion, very well written 
for the benefit of the employees and the employer. After reading this bill care- 
fully we feel that it would provide a service for the Federal employees that 
has been needed fer a long time. S. 94 covers the employees not only now but in 
the retirement years when it is so badly needed. 

We urge you to study this legislation and after due consideration to lend your 
full support to this bill. 

Very truly yours, 
Mrs. Marsgoric Locknart, Secretary. 


BRIEF BY THE NATIONAL ASSOCIATION OF INTERNAL REVENUE EMPLOYEES BEFORE 
THE U.S. SENATE COMMITTEE ON Post OFFICE AND CIVIL SERVICE 


I am George Bursach, secretary-treasurer of the National Association of Inter- 
nal Revenue Employees. I am on leave of absence from my position in the Office 
of District Director of Internal Revenue, Chicago, Ill. 

Our Association has over 23,000 members and they are all present or former 
employees of the Internal Revenue Service. 

Our annual conventions for the last 5 years have regularly favored the enact- 
ment of a basie health plan for all Federal employees. 

Hospital, medical, and physiciaus expenses continue to increase. Many em- 
ployees have at least two health insurance plans and still do not have adequate 
protection. 

Others are not financially able to carry any health insurance and when illness 
strikes they are mired deeper in the throes of economic bankruptcy. 

The Federal Government has a responsibility to look after the welfare of its 
employees. 

Because of farsighted humanitarian leaders like the distinguished chairman of 
this committee, Senator Olin Johnston, Senator Neuberger, of this subcommittee, 
Senators Monroney, Yarborough, and others, the Federal employee has been 
receiving additional benefit. : 

In the field of health insurance the Federal Government continues to lag 
behind industry. Many railroads and private corporations have long ago given 
health insurance to their employees without cost. 

The Federal Government can no longer shirk its responsibility to provide 
its employees with some form of basic health insurance. 

We would not propose that the entire cost of the plan be borne by the Govern- 
ment, but we feel a substantial portion should be paid by the Government. 

We, of course, would strongly favor the Johnston bill, S. 94; however, we 
would also advocate any bill that would meet our above mentioned goal and that 
would receive the approval of both Houses of Congress and the President. 

The time to act is now. While we debate our position, there are hundreds of 
Federal employees who are tasting the bitter roots of economic destruction 
because the Federal Government does not have a health program. 
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We, the members of the National Association of Internal Revenue Employees, 
earnestly implore this subcommittee to favorably report the Johnston health 
bill. 


I thank you for the opportunity to present this statement. 


INTERNATIONAL UNION, UNITED AUTOMOBILE, AIRCRAFT AND 
AGRICULTURAL IMPLEMENT WoRrKERS-UAW, 
Detroit, Mich., April 27, 1959 
Senator RicHARrp L, NEUBERGER, 
Chairman, Insurance Subcommittee, Senate Post Office and Civil Service Com- 
mittee, Washington, D.C. 


DEAR SENATOR NEUBERGER: Since the proposed legislation to provide health 
insurance to Federal employees will have great significance for the whole devel- 
opment of health insurance in this country, and a vast impact on health plans 
negotiated in private industry, I thought that some comments growing out of 
our experience with collectively bargained programs might be of use of your 
committee. 

There is, today, an unresolved issue as to which direction health insurance 
should take. On one hand the initial leaders of voluntary health insurance, 
such as the Blue Cross and Blue Shield and the direct service plans are attempt- 
ing to insure fully paid segments of care. The commercial insurance companies, 
on the other hand, are attempting, largely, to insure against a given level of 
financial risk. This issue of the relative validity of these approaches is far 
from settled and there are considerations worth very grave attention on both 
sides. Certainly, at this point, the Federal Government should not take a heavy- 
handed position in favor of one of these competing positions without very much 
more exploration than has been undertaken thus far. I am convinced, therefore, 
that the provision for a choice by the individual of various types of plans is 
extremely important. 

The notion which has been advocated before vour committee by witnesses for 
the administration that health insurance should not cover minor expenses gives 
only one side of the story. It is not true, as far as we can ascertain on the 
basis of all available experience, that when comprehensive medical services are 
offered without deductibles or other economic deterrents, there are excessive 
demands on service. It is clearly demonstrated by the documented experience 
of the Windsor medical plan, HIP in New York, the Kaiser Foundation health 
plan, and other medical service plans which cover practically all our experience 
with broad coverage for minor medical care items, that complete, free access 
to a full range of services does not bring abuse by patients. There is a very 
revealing survey, made by the Bureau of Public Health Economics, University 
of Michigan, of the Windsor medical service plan which does provide compre- 
hensive benefits, including care for minor conditions and home and office physi- 
cians’ care without extra charge over and above the premium. 

This experience tests what has often been called an inevitable tendency * * * to 
utilize the benefits for medically trivial reasons and the assumption that “for 
the subscriber this means unnecessarily high premiums and for the physician 
unnecessary demands on his time and temper * * * the data clearly show that 
this is not the case. First, about 33 percent of subscribers to the comprehensive 
plan did not avail themselves of any care during the year * * * as a matter 
of fact, the most interesting finding is that, despite the overall higher utilization 
of services by the plan’s subscribers, the plan has about the same proportion of 
low, medium, and high users as the rest of the population.” In other words, there 
is no evidence of a serious volume of abuse under this comprehensive plan run 
by the medical society and covering the great majority of the population of 
Windsor, Ontario. 

The argument that it costs more to administer a small claim than the bene- 
fit is worth, is true only when no efforts are made to pool the claim costs and re- 
duce administrative cost. Again, in the Windsor medical plan study, the ‘“* * * 
assumption that it is economically unfeasible to provide home and office benefits 
under prenayment because of the costs involved in processing small claims,” is 
tested. “The statement is frequently heard that the expense of processing these 
low-cost claims approaches the cost of the claim itself, so that the whole procedure 
is wasteful and self-defeating. . The tenacity of this assumption is bewildering 
in view of the fact that its validity is subject to the relatively.simple.and accepted 
test of cost-accounting methods. When this was done, it was quite apparent 
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that the facts do not accord with the assumption. For the cost-accounting month 
selected for study, there were 47,750 claim cards submitted for a total of 71,998 
services or 1.51 services per claim card. Calculating the costs of processing 
these claims by standard accounting methods, the average processing cost per 
claim was 14 cents, or 2.3 percent of the claim. The processing cost per service 
was 9 cents.” 

There should also be an examination of the medical, rather than the economic 
aspects of the use of deductibles. To assume that economic deterrents would 
operate with any kind of medical sensitivity is to ask too much of such crude 
administrative instruments. Perhaps a large deductible would keep a person 
from making an unnecessary visit to the doctor, but it can just as well keep him 
from going promptly with early symptoms in a situation where early treatment 
could be lifesaving. The assumption that economic deterrents will inhibit only 
unnecessary care is completely unwarranted. These negative incentives do not 
operate with any medical discrimination. Their use, in effect, is like handing 
the practice of medicine over to the patient. 

The public concern over health insurance is very clearly demonstrated by a 
study made by the Michigan Medical Society in 1957, which showed that people 
want health insurance to cover minor as well as major illness. Apparently, the 
concern of people to have minor expenses covered is influenced by their income 
and resources. Whereas executives and professional people are about equally 
divided about whether they want minor and major coverages, 80 percent of 
workers with lower earnings were found by this medical society survey to want 
minor as well as major expenses covered, and were ready to meet the cost. 

A plan promulgated for civil servants has to meet the needs of a great variety 
of different income levels. A $50 deductible may not be very serious in deterring 
eare for a highly paid executive, but for the maintenance worker it may operate 
with medical deadlines. Moreover, from place to place, the kinds of programs 
available vary widely and there is no valid reason why, in every area, everyone 
should be expected to accept the same program such as, for instance, the metro- 
politan major medical type of coverage that the Civil Service Commission 
proposes. 

The Government could offer a variety of basic programs, such as commercial 
insurance, Blue Cross-Blue Shield and, where available, comprehensive group 
practice plans like Group Health in Washington, HIP in New York, and the Kaiser 
Foundation health plan in California. The less adequate coverages might be 
supplemented by major medical. It could keep a uniform level of Government 
contribution to the individual employee’s coverage and, at the same time, let 
him choose the kind of insurance he prefers. This sort of choice is available in 
the public programs of certain States, and in a good many collective bargaining 
plans. 

I hope these comments may be helpful. If you wish, I would be very glad to sit 
down with you in Washington, at your convenience, to discuss our experience 
with health insurance programs. 

Sincerely yours, 
JAMES BRINDLE, 
Director, Social Security Department. 


STATEMENT OF Dr. EMMETT J. MurPHY, DIRECTOR OF INDUSTRIAL RELATIONS, 
NATIONAL CHIROPRACTIC ASSOCIATION 


Mr. Chairman, I am Dr. Emmett J. Murphy, director of industrial relations 
of the National Chiropractic Association, Washington, D.C. I appreciate having 
this opportunity te present my statement to your committee to discuss some of 
the provisions of S. 94, the legislation providing for personal health service 
benefits for civilian officers and employees of the United States, as well as their 
dependents. I may say that I believe the intents and purposes of this legislation 
have great value. 

However, Mr. Chairman, when this legislation was drafted there were some 
omissions which the National Chiropractic Association feels should be corrected. 
I feel confident that the members of the committee who are interested in having 
the full intent and purpose of this legislation carried out will want to make 
changes in the bill so as to provide for maximum service for those who are 
covered under its provisions. 
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The National Chiropractic Association was distressed to note that no provi- 
sions have been made in the present bill for chiropractic service to Government 
employees and their dependents who are covered in this bill. We feel this is a 
serious oversight and one which the committee will want to take steps to correct, 

Chiropractic care is essential for many employees in Government. Many 
of them, because of the nature of their employment, suffer disabilities and in- 
juries which demand chiropractic attention. It seems unfair to those employees 
that they be denied assistance for treatment they need, or that they be required 
to receive alternate treatment which may be less effective for them. 

I would like to call the attention of the committee to a very important fact, 
It is my understanding that this legislation maye have been inspired in some 
measure by the health benefits which industry has provided for employees. If 
that be true, then I think the committee will be interested in knowing that a 
survey which the National Chiropractic Association undertook in a limited 
area of industry showed that many companies have included chiropractic care 
as one of the benefits available to their employees. Others have indicated they 
expect to make changes in their health insurance coverage to provide that type 
of service. In addition, nearly every important labor union in this country has 
indicated support for the idea that chiropractic service be listed as one of the 
benefits in any industrial health insurance plan which an industry provides for 
its employees. If this committee is using industrial health insurance plans as a 
pattern for legislative action, I believe the Members of Congress will want to 
take note of the manner in which private industry has provided chiropractic 
care for employees. 

There is one other thought that I would like to leave with the committee 
today in connection with this type of legislation. In neglecting to include 
chiropractic care for employees in the provisions of S. 94, the committee has 
overlooked a very vital American principle—that every person should have a 
free choice in selecting his doctor and the care and assistance that he wants 
to receive. 

I am sure that this was done unwittingly and that steps will be taken to 
correct the language of the bill so that this traditional right of an American 
citizen can be protected. 

Tipon reflection, I believe the members of the committee will agree that any 
effort to curtail and limit the health services and care for all and iniured 
employees will tend to make the entire program less effective and acceptable. 

I am very happy to have had this opportunity to present the views of the 
National Chiropractic Association on S. 94 and I urge the Members of Congress 
to give thoughtful consideration to making this bill more inclusive, with added 
coverage so that Government employees will not be denied essential care in 
the event of certain disabilities. 


(Senator Neuberger subsequently ordered the following com- 
munications inserted in the record :) 


FEDERAL PLANT QUARANTINE INSPECTORS ASSOCTATION, 
New York, N.Y., May 5, 1959. 
Hon. OLin D. JoHNSTON, 
Chairman, Senate Post Office and Civil Service Committee, 
Washington, D.C. 


Dear Mr. CHAIRMAN: In connection with your committee’s consideration of 
S. 94 and other measures to provide for health insurance and related benefits to 
Federal employees with Government contributions toward the cost thereof, I 
am pleased to advise that the Federal Plant Quarantine Inspectors National 
Association at its annual convention in Washington, D.C., on Saturday, May 2, 
1959, went on record in favor of the principle of a Government-snponsored health 
insurance law for employees and their families. Said association authorized me 
to endorse, if necessary, the proposition that the Federal employee and the Gov- 
ernment share the cost of this pregram on a 50-50 or equal basis. 

Our association is impressed with reports that many private insurance com- 
panies, such as Blue Cross and Blue Shield, are strongly backing S..94. We feel 
that er would not do this if this legislation were actuarially or technically 
unsound. 

Our association is in favor of this legislation for many reasons, but largely 
because it will enable many Federal employees to protect their families from 
disaster or bankruptcy due to illness who would not otherwise be able to do so. 
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There is no satisfactory way for them to do this now because their wages have 
not fully kept up with the cost of living. A sound health insurance program will 
also result in less sick leave as a result of the improved health that it will bring 
about. In addition it should enable the Federal Government to recover all if 
not more than its entire share of the cost of the program as a result of the sav- 
ings on sick leave expenses that will accrue through improved health of Federal 
mployees. 

: The membership of our association consists of employees throughout the 
United States but located primarily at ports of entry and the outlying possessions 
of this eountry such as Hawaii and Puerto Rico. These employees work for 
the Agricultural Research Service of the U.S. Department of Agriculture and 
their work is similar to the work of customs and immigration inspectors in that 
they work side by side together. 

I trust your committee will act favorably upon the pending legislation to set 
up a sound health insurance program which embodies the general principles set 
forth in your bill S. 94, and report the same to the Senate at an early date. I 
also wish to thank you and your committee for holding the record open until after 
our association’s convention so that we could submit our views for your considera- 
tion. 

Sincerely yours, 
Cuar_es R. RICHEY, 
General Counsel. 


AMERICAN DENTAL ASSOCIATION, 
Washington, D.C., May 4, 1959. 
Hon. RicHARD L. NEUBERGER, 
Chairman, Insurance Subcommittee, Post Office and Civil Service Committee, 
U.S. Senate, Washington, D.C. 


DeaR SENATOR NEUBERGER: This letter is concerned with S. 94, 86th Congress, 
a bill to provide Federal Government contribution toward personal health service 
benefits for Federal civilian officers and employees and their dependents. The 
American Dental Association desires to express its position on those provisions 
within S. 94 which define the scope of personal health care benefits that might 
be included in a health insurance plan or policy to be financed by Federal con- 
tribution. 

This statement is also concerned with the plan submitted by the U.S. Civil 
Service Commission, in particular the Commission’s unrealistic recommendation 
to exclude “dental work” from health insurance plans and policies eligible for 
Federal support. 

No plan designed to provide soundly based, comprehensive personal health 
care benefits should exclude consideration of dental care. There is under- 
standingly clear verification of this axiom available to the Civil Service Com- 
mission and to Congress. One example is the modern, comprehensive plan for 
employees of the steel industry. This national plan (underwritten by Penn- 
sylvania Blue Shield) includes treatment by licensed dentists of diseases and 
injuries of the jaw and the extraction of teeth for hospitalized patients and the 
reduction of fractures and dislocations of the jaws in hospitals or on an out- 
patient basis. This is a convincing illustration of increasing awareness by 
groups responsible for private health care plans that dental care is an essential 
part of total health care. 

A second example is the dental riders to all hospital and surgical care policies 
underwritten by Continental Casualty Co. of Chicago, one of the Nation’s largest 
writers of health insurance. The Continental Casualty dental rider issued 
without an increased premium on January 1, 1958, covers oral surgery per- 
formed by licensed dentists for injuries to the oral anatomy whether performed 
in hospitals or on an outpatient basis. This rider also covers oral surgery for 
diseased or defective tissues of the oral anatomy, including extraction of teeth 
when performed in hospitals. In all cases the Continental Casualty dental 
rider covers related procedures such as the administration of anesthesia in the 
Same way as for procedures performed by physicians. 

Perhaps the most significant example of the need to consider dental care in 
any health insurance program is reflected in the personal health care plan for 
dependents of military personnel. Shortly after the medicare plan was initi- 
ated, it became apparent that at least the dental conditions requiring oral 
surgery had to be covered in the same way as other acute or infectious condi- 
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tions requiring surgery. The regulations for the medicare plan were then 
changed to cover the necessary oral surgery procedures. 

Since the inception of the medicare plan, moreover, there has been severe 
criticism by career soldiers of the plan’s failure to provide comprehensive dental 
eare. The demand of service personnel for Federal contribution to the cost 
of their family dental care has resulted in the introduction of a bill for that 
purpose in the House of Representatives. This bill, H.R. 6321, 86th Congress, 
was introduced by a ranking member of the House Armed Services Committee. 

In summary, the American Dental Association urges that Congress reject 
any provision within S. 94, or in any counterpart legislation, which would 
prohibit consideration of dental care as part of a basic personal health care 
plan or major medical service plan for Federal employees and their dependents. 
The association calls to the attention of your committee and the Congress, two 
of the principles recommended by the U.S. Civil Service Commission in an at- 
tachment to the Commission’s report on S. 94, dated April 8, 1959. The prin- 
ciples are Nos. 8 and 17. In substance, they warn against any “invidious 
exclusions or limitations” within any plan eligible for Federal support and 
urge flexibility in the initial design of plans by Congress. To conform with 
these principles, the U.S. Civil Service Commission should withdraw its recom- 
mendation that “dental work” be excluded from any legislation providing for 
Federal contribution toward personal health care benefits for Federal civilian 
employees and their dependents. 

The American Dental Association is aware that the American Society of Oral 
Surgeons has submitted its views on S. 94. The Society of Oral Surgeons is a 
recognized specialty group affiliated with the American Dental Association. The 
association urges your committee and the Congress to give consideration to the 
views of the American Society of Oral Surgeons. 

In behalf of the American Dental Association, I wish to thank you for the 
opportunity to present the association’s position on this important legislation 
and request that this letter be included in the record of the hearings on §. 94. 

Very sincerely yours, 
RatpH E. Crerc, D.D.S., 
Chairman, Council on Legislation, American Dental Association. 


AMERICAN SOCIETY OF ORAL SURGEONS, 
Chicago, Iil., May 3, 1959. 
Hon. RicHarp L. NEUBERGER, 
Ohairman, Subcommittee on Insurance, 
Committee on Post Office and Civil Service, 
U.8. Senate, Washington, D.C. 


DEAR SENATOR NEUBERGER: The purpose of this letter is to present the position 
of the American Society of Oral Surgeons on §. 94, 86th Congress, a bill to pro- 
vide for Federal contribution toward personal health service benefits of Federal 
civilian officers and employees. The American Society of Oral Surgeons repre- 
sents those dentists who specialize in all phases of surgery within the oral 
anatomy. The society is a recognized affiliate of the American Dental Associa- 
tion. 

This statement is specifically concerned with the provisions within S. 94 which 
describe the types of health services which could be covered within a health 
eare plan for Federal civilian employees. 

The American Society of Oral Surgeons urges Congress to authorize oral 
surgical services within any plan of basic health service benefits or major medical 
benefits to be included in S. 94 or similar legislation. 

Patients requiring oral surgery frequently must be hospitalized. It is comomn 
practice today for dentists who specialize in oral surgery to have their patients 
admitted to hospitals for such services as: the reduction of severely fractured 
jaws; the removal of oral cysts and other growths; the surgical correction of 
severe facial deformities and abnormalities, including cleft palate; and the 
removal of teeth, particularly where complicating factors such as impactions 
or infections are involved. 

Additionally, these oral surgical procedures are often performed by oral 
surgeons on an outpatient basis where hospitalization is not indicated. Certainly 
the severely acute health conditions which I have described should not be ex- 
cluded from coverage in any health insurance plan contemplated for Federal 
civilian empolyees. Nor should such acute conditions be excluded because the 
patient can be treated on an outpatient basis. 
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The plan offered by the U.S. Civil Service Commission is particularly objec- 
tionable to the American Society of Oral Surgeons. The Commission’s recom- 
mendation to exclude all “dental work” could effectively prevent Federal em- 
ployees from obtaining coverage for the many severely acute and infectious oral 
conditions which aré treated by oral surgeons in hospitals and on an outpatient 
pasis. In an attachment to its report on S. 94, the U.S. Civil Service Commission 
states: 

“8. A plan should meet all types of medical expenses with a minimum of exclu- 
sions from and limitations of coverage. 

“All reasonable and legitimate costs of illness and accident not normally 
budgeted for by prudent people should be covered; there should be no invidious 
exclusions or limitations. The plan should not be limited to hospital and 
surgical benefits.” 

Again in the same attachment the Commission states: 

“17, A plan should be sufficiently flexible to permit it to keep abreast of the 
frequent advances in medical science. 

“Frequent modifications of a plan are undesirable. To avoid them, a plan 
should be initially designed with enough flexibility so that it will cover the new 
medical and surgical techniques and procedures which are constantly being 
developed.” 

The exclusion of “dental work” by the Commission clearly violates two of the 
most important principles which the Commission has established as guides for 
health insurance plans for Federal employees. 

In summary, the American Society of Oral Surgeons reiterates its petition to 
Congress that dental care should not be excluded from the health care benefits 
authorized for Federal employees within S. 94 or similar legislation. In behalf 
of our membership I wish to thank you for this opportunity to express our 
position on S. 94 and to emphasize that the American Society of Oral Surgeons 
is hopeful you will call upon the society for any additional information or 
guidance you may need On this petition. I shall appreciate having this letter 
inserted in the record of the hearings on S. 94. 

Sincerely yours, 
FREDERICK F'. PFEIFFER, 
President. 


(Identical letters have been received from Dr. H. M. Covert, Allen- 
town, Pa.; Dr. J. Bernard Poindexter, Huntington, W. Va.; Dr. R. J. 
Yechout, Omaha, Nebr.; Dr. C. H. Grandstaff, Rockford, Il.; Dr. 
Samuel A. Brandon, Portland, Oreg.; and Dr. Rex B. Foster, 
Waterloo, Iowa.) 


CuiFTon, N.J., May 11, 1959. 
Hon. Ottn D. JOHNSTON, 


Chairman, Post Office and Civil Service Committee, 
U.S. Senate, Washington, D.C. 


Dear SENATOR JOHNSTON: It is urgently requested that oral surgical services 
be inculded in bill S. 94 or similar legislation because an unjust, discriminatory, 
and illusory law would be enacted if excluded. By no means of the imagina- 
tion is it possible to isolate the oral cavity from the rest of the body. It is im- 
possible to legislate for just certain portions of the body and be justified in 
your action. 

I am sure you or members of your family have visited oral surgeons for 
treatment or care and are familiar with many of the procedures and ramifica- 
— performed in order to relieve, repair, or restore an individual to normal 

ealth. 

By the exclusion of oral surgical services in bill S. 94 a disservice would be 
enacted; and it is incumbent upon you to “include” oral surgical services so 
that the bill would not be faulty and woefully neglecting the needs of the people 
for whom the good intent is made. 

_ I Sincerely am urging that oral surgery be included in bill S. 94 so that 
Justice, fairness, and true democratic principles are enacted and promulgated 
with functional and beneficial attributes. 

Trusting you will lend your support by including oral surgery in bill S. 94. 

Respectfully yours, 


JOHN W. SurGentT, V.D.S. 
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PENNSYLVANIA DENTAL ASSOCIATION, 
May 7, 1959. 
Hon. JoserH S. CLARK, 
U.S. Senate, Washington, D.C. 


Dear SENATOR CLARK: The purpose of this letter is to present my position as 
president of the Pennsylvania State Dental Association and as a member of 
the American Society of Oral Surgeons, regarding S. 94, 86th Congress, a bill 
to provide for Federal contribution toward personal health service benefits of 
Federal civilian officers and employees. Our societies are recognized affiliates 
of the American Dental Association. 

This statement is specifically concerned with the provisions within S. 94 
which describe the types of health services which could be covered within a 
health care plan for Federal civilian employees. 

The American Society of Oral Surgeons, an organization exclusively of oral 
surgeons, urges Congress to authorize oral surgical services within any plan of 
basic health service benefits or major medical benefits to be included in §. 94 
or similar legislation. 

Patients requiring oral surgery frequently must be hospitalized. It is com- 
mon practice today for dentists who specialize in oral surgery to have their 
patients admitted to hospitals for such services as: The reduction of severely 
fractured jaws; the removal of oral cysts and other growths; the surgical cor- 
rection of severe facial deformities and abnormalities, including cleft palate; 
and the removal of teeth, particularly where complicating factors such as 
impactions or infections are involved. 

Additionally, these oral surgical procedures are often performed by oral 
surgeons on an Outpatient basis where hospitalization is not indicated. Certainly 
the severely acute health conditions which I have described should not be ex- 
cluded from coverage in any health insurance plan contemplated for Federal 
civilian employees. Nor should such acute conditions be excluded because the 
patient can be treated on an outpatient basis. 

The exclusion of “dental work” by the Commission clearly violates important 
principles which the Commission has established as guides for health insurance 
plans for Federal employees. 

As a friend who has experienced oral surgery, and I hope you consider it 
good, I hope we can count on your support. 

Sincerely yours, 
Victor H. Frank, D.D.S., President. 


St. Louris, Mo., May 8, 1959. 
Hon. OLin D. JOHNSTON, 
Chairman, Post Office and Civil Service Committee, 
U.S. Senate, Washington, D.C. 


DEAR Mr. JOHNSTON: The purpose of this letter is to present my position 
on §S. 94, 86th Congress, a bill to provide for Federal contribution toward the 
personal health services of Federal civilian officers and employees. 

I am specifically concerned with the provisions within S. 94 which describes 
the type of health services which could be covered within a health care plan 
for the Federal civilian employees. 

I urge you to consider and to authorize oral surgical services within any plan 
of basic health services or major medical benefits to be included in the S. 94 
or similar legislation. 

It would be impossible to divorce the oral conditions from the rest of the 
body therefore I cannot see why such care should be eliminated from this bill. 
At the present time it is set up that it excludes “dental work” and this is just 
as ridiculous as saying it will exclude all work on the right arm but will take 
care of the work on the left arm. There are a great number of systemic con- 
ditions which arise from an oral foci of infection or any other disturbance in 
or about the oral cavity, therefore it is absolutely necessary in many cases to 
treat the prime cause which is found in the oral cavity before the secondary 
causes or symptoms can be taken care of. This is very true in a number of 
ae of neuralgia, nephritis, iritis, and many gastrointestinal disturbances, 
etc. 

Frequently these oral surgical patients have to be hospitalized and it is a 
common practice for a dentist who has spetialized in oral surgery to have 
their patients admitted to the hospital for such services. Actually, these oral 
surgical procedures are often performed by the oral surgeons on an outpatient 
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basis when hospitalization is not indicated. Often times it is not necessary 
for extensive hospital stays and such a manner of handling the patient can 
gave a great deal of money in the overall care of the patient. ; 

The plan offered by the U.S. Civil Service Commission is particularly ob- 
jectionable because it excludes all “dental work” which really prevents Fed- 
eral employees from obtaining coverage for severely acute as well as chronic 
oral infection and it requires them to seek this care in a back door method or 
shall we say by those who are not qualified to take care of these conditions. 

In summary I would like to reiterate my petition that dental care should 
not be excluded from the total health care benefits authorized for the Federal 
employees within S. 94 or any similar legislation. 

Thanking you very much for your consideration in the matter and fully 
realizing that you can see our position that we are interested in the overall 
health of the patient I am, 

Sincerely, 
JOHN C. VERSNEL, 
Director, Oral Surgery Department, St. Louis University. 


CuHrIcago, ILL., May 7, 1959. 

Hon. RicHARD L. NEUBERGER, 

Chairman, Subcommittee on Insurance, Committee on Post Office and Civil 
Service, U.S. Senate, Washington, D.C. 


Deak SENATOR NEUBERGER: I would like to express my views on bill S. 94, 
86th Congress, which proposes to provide personal health service benefits to 
Federal civilian officers and employees. 

The plan offered by the U.S. Civil Service Commission recommends exclusion 
of all “dental work.” Not infrequently patients must be admitted to the hos- 
pital for procedures which are performed by oral surgeons who are specialists 
in dentistry. Acute infections of dental origins, fractured jaws, oral cysts, and 
some tumors of the oral region are treated by this group. It seems to me that 
the elimination of “dental work” would prevent Federal employees from ob- 
taining coverage for these important conditions. 

As you know, once a bill is passed a modification becomes cumbersome. It 
seems proper to me to provide for services which would cover the insured in a 
just and comprehensive manner. I would therefore appreciate it very much 
if you would be good enough to rectify this error. 

Sincerely yours, 


BENJAMIN J. Gans, D.D.S. 


Massapequa, Lone ISLAND, N.Y., May 8, 1959. 
Subject: S. 94, 86th Congress, a bill to provide Federal contribution toward 
personal health service benefits to Federal and civilian employees. 
Hon. Senator OLIN JOHNSTON, 
Chairman, Post Office and Civil Service Committee, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR JOHNSTON: The purpose of this letter is to present for your 
consideration a defect in the above-mentioned bill which if avoided may serve 
to prevent much future criticism and eventual modification. 

This bill as presently stated excludes “dental work”; a term which if defined 
in a strict sense can lead to great confusion when applied to oral surgical 
procedures involving the mouth, jaws, and teeth, and possibly not compensate 
for these operations. Many of these procedures are performed by physicians 
and dentists acting in the capacity of the primary surgeon. The failure to allow 
for the management of acute oral surgical conditions whether traumatic, inflam- 
matory, or neoplastic and with or without relationship to the teeth will even- 
tually result in the same errors which have necessitated extensive State legis- 
lation and untold dollars and man-hours for modification of existing commercial 
and nonprofit plans, in the best interest of the patient. 

I am sure it is your purpose with this bill to help provide medical and surgical 
care to the covered individual. The faulty wording as now present will only 
Serve to disenfranchise these individuals from that surgical care which they may 
require or encourage the performance of such operations by unqualified doctors. 
Any further information you may require on this subject may be obtained from 
the American Society of Oral Surgeons, 840 North Lake Shore Drive, Chicago, Il. 
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This organization represents all the accredited oral surgeons in the United States 
and can advise you of the experiences of commercial and nonprofit insurance 
carriers in this field. 
My sincere appreciation for any attention which you may give to this problem. 
Sincerely yours, 


Dr. EUGENE FRIEDMAN. 


BALTIMORE, Mp., May 7, 1959. 
Hon. OL1In D. JOHNSTON, 
Chairman, Post Office and Civil Service Committee, 
U.S. Senate, Washington, D.C. 


Dear SENATOR JOHNSTON: AS & member of the American Society of Oral Sur- 
geons, which is a recognized affiliate of the American Dental Association, I 
should like to present the following thoughts regarding Senate bill S. 94, 86th 
Congress, which is a bill to provide Federal contribution toward personal health 
service benefits for Federal civilian officers and employees. Not to belabor the 
issue, as I am sure a more detailed summation of this subject had or will be 
presented to you I would like to say that in the interest of those who would be 
insured under such a program, I feel that the blanket exclusion of all dental 
work would be unrealistic. That phase of dentistry which is generally referred 
to as oral surgery and which consists of the diagnosis and treatment of many 
diseases about the oral cavity for which hospitalization is frequently required, 
can cause the insured considerable medical expense for which he may well not 
have been able to budget. This type of work is certainly a segment of the overall 
treatment of patients and should in my opinion be included in the coverage which 
is being provided by the supposed legislation. 

I sincerely hope that you will see fit to evaluate this subject and I hope that 
= will be of the opinion that this treatment should not be excluded from the 

ill. 
With sincere best regards, 


BueGeENE D. Lyon, D.D.S., 
The Johns Hopkins Hospital, 
Chief Dental Surgeon in Charge. 


Texas State ASSOCIATION OF LETTER CARRIERS, 
Lubbock, Tex., May 17, 1959. 
Senator RatpH YARBOROUGH, 
U.8. Senate, Washington, D.C. 


Dear SENATOR: Following numerous seminars and district meetings held in 
Texas for letter carriers since the start of the 86th Congress, the executive bourd 
of the Texas State Association of Letter Carriers feel you should know the facts 
and feeling of the more than 4,000 letter carriers in Texas on our need for hospital 
and medical insurance, and the Government’s participation in such a program. 

We have held meetings in all five letter carrier districts in Texas since February 
25, talking with and discussing hospital and medical care with hundreds of letter 
carriers in all parts of Texas. We find the legislation proposed by the Civil 
Service Commission and endorsed by the Post Office Department is wholly unac- 
ceptable to letter carriers, and we believe all other postal and Federal employees. 
We use this means of bringing you the position of letter carriers in Texas on 
legislation for hospital and medical care on a cooperative basis between the 
Government and its employees. There are a number of reasons for our position. 

First, it is unfair on the part of the Government to ask that its employees pay 
more than three-fourths of the cost of any hospital and medical care plan. The 
Commission’s proposal that the employee pay the first $50 and all over 80 percent 
of the cost exceeding $200, plus two-thirds of the cost of the coverage plan while 
the Government pays only one-third of the plan cests, readily shows that the 
employee’s cost will be a minimum of more than 75 percent to as high as 85 
percent of the total cost of his hospital and medical care. It is the belief of mem- 
bers of this association in Texas that there should positively be no deductible 
clause, nor penalty on the employee to pay that amount above 80 percent on costs 
exceeding $200. 

Secondly, it is a fact that many organizations, such as our own National Asso- 
ciation of Letter Carriers, have highly successful hospital and medical plans, 
and may I add here * * *. plans they are paying close te (if not) 100 percent of 
the cost of hospital and medical care to our members. We note that this Com- 
mission proposal would attempt to completely eliminate these—our own—plans, 
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and give all of the Government employee hospital and medical insurance cover- 
age to the Blue Cross and Blue Shield companies. This is a distrust that we 
hope Congress will never be misled into accepting as a need for enactment of 
Government employee hospital and medical legislation. 

Years back when Federal employee organizations realized that the Govern- 
ment had failed to keep pace with the practice of industry and many many com- 
panies with regard to hospital and medical care for their employees, positive 
action was taken by many Federal employee organizations. With the NALC 
it was in 1950. Hospital and medical plans were set up wherein adequate 
coverage was available at a reasonable cost to members of those organizations. 
These plans have grown and prospered. In the NALC hospital plan, we have 
grown to the point that more than $1 million are paid out in hospital and medical 
benefits to our members each year. We are proud of our hospital and medical 
insurance. Likewise, we endorse and believe that the Government should bear 
it’s fair share of such a program of hospital and medical care, and certainly 
we feel that we should be able to keep our NALC plan. 

So, we vigorously oppose legislation that would give our Government em- 
ployee hospital and medical insurance coverage all to Blue Cross and Blue 
Shield companies. We ask that you work against such a decision in committee 
and in the Senate. It is a fact that these two companies are by far the largest 
companies in the whole hospital and medical field, and a decision by Congress 
to pass all of this Government insurance on to them would go a long way 
toward further monopolizing an industry that is already almost monopolized 
by these two companies. And we might also mention that these two companies 
are reportedly owned by those in the medical field who have within their power 
to set prices and charges for services rendered in hospitals and for surgical or 
medical care. Please do not be misled by those who would prefer to break 
existing companies because of reported claims of additional expense of ad- 
ministering a Government employee plan with established companies of the 
employee’s choice. We have reports that Blue Cross and Blue Shield went 
up an average of 40 percent plus on premium costs. The NALC hospital and 
medical plan’s costs have gone up premiumwise from 20 percent to 2214 percent 
since 1950 when it was first created. During this time hospital and medical 
costs have gone up by leaps and bounds. 

We would therefore like to endorse the provisions of S—94, the Johnston bill, 
and we feel it is a very flexible bill, granting the employee the choice of companies, 
and it sets the Government participation at 6634 percent to the employee’s 3314 
percent of the cost, while there will be no $50 deductible clause to run employee 
costs up. We feel that this is a very realistic bill well worth your consideration 
and support. 

Thirdly, we would refer you to the testimony before your hospitalization 
committee on April 21 when Mr. J. Douglas Colman, vice president of Blue Cross, 
testified that the proposal by the Commission for a $50 deductible clause and 
coinsurance of 80 percent greatly increased the complexity and administrative 
costs of this proposal over a normal hospital and medical coverage plan without 
such deductibles or part coverage. Even though Mr. Colman would like to have 
all of the proposed Government employee insurance coverage for his Blue Cross 
or Blue Shield companies, he readily saw fit to mention under testimony that 
the Commission proposal was cumbersome and complex, and that administrative 
costs would mount. 

My colleagues on the executive board of the Texas State Association of Letter 
Carriers join me along with the thousands of letter carriers in this vast State 
in the hope that you and your subcommittee, the full committee, and the whole 


Congress sees fit to complete a worthy bill in the hopes that it may become law 
ata very early date. 


With kindest personal wishes, I am 
Sincerely yours, 
FRANK EDDLEMAN, President. 


Mr. Brawuey. Are there any other witnesses who desire to make 
statements on §. 94? 


(No response.) ; 
Mr. Brawtey. If not, the meeting stands adjourned. The record 


will be kept open until next Tuesday, May 5, for additional insertions. 
Thank you very much. 


(Whereupon, at 12:25 p. m., the hearing was concluded.) 





APPENDIX 


(By direction of Senator Neuberger, the following ee 
report on S. 94 of the Civil Service Committee was presented :) 


U.S. Cirvi. SERVICE CoMMISSION, 


Washington, D.C., May 18, 1959. 
Hon. RicHarp L. NEUBERGER, 


Chairman, Insurance Subcommittee, 
Committee on Post Office and Civil Service, U.S. Senate. 


DEAR SENATOR NEUBERGER: Thank you for your thoughtful invitation of May 4 
to make an additional comment for the record on a program of health insurance 
for Federal employees. 

I think your subcommittee’s hearings on S. 94 have pointed up the main issues 
as being (1) the relative merits of so-called service benefits offered by Blue 
Cross-Blue Shield and cash benefits involving deductibles and coinsurance, and 
(2) retired employees. 

The hearings have it clear that an honest difference of opinion exists on the 
question of service benefits versus cash benefits; that any individual employee 
might consider one or the other better suited to his needs, depending on his 
family and financial circumstances. The Commission agrees therefore that any 
health insurance legislation should provide for a free choice from among service, 
cash, employee organization, and group practice prepayment plans. Legislation 
which so provides should certainly satisfy the legitimately differing philosophies 
and interests expressed during the hearings. 

Attached is a broad outline around which legislation could be written that 
would provide a completely free choice from among the different kinds of insur- 
ance. It would not permit a free choice from among the hundreds of individual 
competing plans now in existence. To provide the latter choice would, as you 
aptly put it, result in administrative chaos. The program outlined in the attach- 
ment would not pose insuperable obstacles to efficient administration. 

I hope your subcommittee will seriously consider legislation along the lines 
outlined in the attachment. If you do and if the Commission’s staff can in any 
way help in preparing such legislation, you need only call me. 

You will notice that the outline calls for insuring employees who retire after 
legislation is enacted without cost to themselves. Here is why. 

During the hearings on S. 94 several reasons were advanced as justification 
for a health insurance program and for the Government’s paying part of the 
cost. These reasons included measuring up to private employers, giving the 
employee peace of mind so he can work more efficiently, and reducing the 
incidence of sick leave. 

Regardless of industry’s reasons for providing insurance to its employees, 
and in somre few cases its already-retired employees (and I would not exclude 
improvement of a company’s tax position as a reason) the Commission believes 
the primary consideration inuring to the Government from a health insurance 
program will be its improved ability to attract and retain able employees in 
the Federal service. 

The value of this consideration would be greatly enhanced if the Government 
were able to offer free coverage after retirement as an inducement for employees 
to complete their civil service careers. For this reason the Commission urges 
that free coverage be given employees who retire on an immediate annuity after 
a health insurance law becomes effective. 

As you know, health insurance for older people such as our retirees costs three 
to four times that for younger groups. Since no one proposes to increase the 
employee’s contribution when he retires, the Government would, if there were 
no prefunding at all, have to pay this entire additional cost. In these circum- 
stances the Government would be paying all but a very small portion of the 
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premium. If, on the other hand, the cost is entirely prefunded, the Government 
and the employee will be sharing in the prefunding cost on the same basis 
as in the payment of cost for active lives. 

There is one other point I would like to make with respect to prefunding: Only 
by prefunding the cost of retired coverage can we keep the premium structure 
relatively stable. 

While at the very outset there would not be enough retirees to have a signifi- 
eant effect on premium rates, about 50,000. would be added annually to their 
number. In a very short time this constantly growing group, coupled with the 
high morbidity experience of older people, would require an increase in pre- 
miums; and this need for increases would be repeated indefinitely as the in- 
sured retirees continued to increase in number and grow older. I believe that 
by prefunding for retirees to the extent we have proposed we can avoid premium 
rate increases during all or most of the first 10 years of operations and perhaps 
even longer, depending on the inroads of inflation on the value of the dollar 
and on the extent to which utilization of medical facilities increases. 

I wish I had as firm an opinion with respect to already-retired people as I 
do about future retirees. 

It could be persuasively argued that the big reason (attracting able people 
to and retaining them in civil service) for the Government’s sharing the heaith 
insurance costs of active employees does not exist in the case of the already- 
retired; that the Government has no greater obligation to its already-retired 
employees than it does to all its senior citizens; that to provide coverage for 
he already-retired would set a precedent which would perhaps be regretted 
when future beneficial legislation for Federal employees is enacted. Yet any- 
one who expressed indifference to the plight of our already-retired employees 
in being unable to obtain adequate health insurance at a price they can afford 
to pay would be callous indeed. 

There are now well over 800,000 already-retired employees and over 130,000 
survivor annuitants under the civil service retirement system alone. To make 
health insurance available to this and other retired groups on the same basis 
as to future retirees (i.e., the same benefits with the Government paying all or 
most of the premium) would cost much more than the Government can now 
afford to pay. To require retirees to assume all or even a major portion of 
the cost would put the insurance out of their financial reach. 

The only possibility which suggests itself is to consider already-retired em- 
ployees as a separate group from active employees and to try to work out 
separate legislation for them. 

There are a number of other collateral issues on which I offer no comment 
here. From the nature of the questions asked during the hearings I am sure 
your subcommittee recognizes these secondary issues and will perceive the 
merit or lack of merit in the testimony concerning them. 

I appreciate this opportunity for additional comment which I hope you will 
find helpful. 

Sincerely yours, 
Rocer W. JONES, Chairman. 


Broap OUTLINE FoR GRoUuP HEALTH INSURANCE BILL oF THE U.S. Crvin Service 
COM MIB8SION 


SECTION 1. SHORT TITLE 
“Federal Employees Group Health Insurance Act of 
SECTION 2. DEFINITIONS 


The following list includes terms which should probably be defined. Others 
may have to be added and possibly some can be deleted. 


Cash benefit plan Employee organization plan 
Children * Employing office 

Commission Group practice prepayment plan 
Contract Immediate annuity 

Dependent * Service benefit plan 

Employees * 


1 Definitions of these terms should delineate coverage. For example, “employee” should 


be defined as excluding, inter alia, noncitizen employees permanently stationed outside the 
United States. 
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SECTION 3. TYPES OF INSURANCE PLANS 


A. Permit enrollment in any one of the following types of plans: 

(1) Standard service benefit plan, 

(2) Standard cash benefit plan, 

(3) Group practice prepayment plan, 

(4) Employee organization plan. 

B. (1) Require Commission to contract for one Government-wide standard 
service benefit plan and one Government-wide standard cash benefit plan, 
each providing for what, in the Commission’s judgment, is sufficiently com- 
prehensive coverage to pay, on an average, at least 75 percent of the total 
hospital, medical, and maternity expenses incurred by all employees and 
dependents enrolled in the respective plans. 

(2) To make employee organization plans which do not provide major 
medical coverage more attractive, permit such plans to provide major medical 
coverage through one of the standard plans. 

(3) Require any nonstandard plan to be subject to approval by the 
Commission upon a finding that (a) its subscription charge is commensurate 
with the level of benefits provided and (b) that it does not discriminate 
against participants in such matters as race, age, hazardous nature of 
occupation, arbitrary cancellation of coverage, and the like. 

(4) Authorize Commission to terminate standard plan contracts, to nego- 
tiate new contracts, and to withdraw approval of any nonstandard plan 
if (a) its subscription charge becomes incommensurate with its level of 
benefits or (b) it discriminates against participants as indicated in (3), 
above. 

SECTION 4. ENROLLMENT 


A. Require an employee who wishes to be insured to enroll for himself or him- 
self and dependents in a standard or other approved plan at such times, under 
such conditions, and on such form as may be prescribed by the Commission. 

B. Permit changes in enrollment from self only to self and dependent enroll- 
ment and vice versa and transfers among different plans at such times and under 
such conditions as may be prescribed by the Commission. 


C. (1) Permit withdrawal from a plan by written notice to the employ- 
ing office, on a form to be prescribed by the Commission. 

(2) Provide for withdrawal to become effective on the first day of the pay 
period following receipt of notice in the employing office. 


SECTION 5. WITHHOLDINGS AND CONTRIBUTIONS 


A. For each insured biweekly-paid employee, require his employing office to 
withhold one twenty-sixth of his share of the annual subscription charge appli- 
cable to the plan in which he is enrolled, adjusted to the nearest cent. For an 
employee paid other than biweekly, require withholding at a proportionate rate. 

B. (1) Require an employing office to contribute its biweekly or other 

proportionate share of the annual subscription charge applicable to the 
plan in which an employee is enrolled, but not to exceed the lesser of: 
(a) percent of the amount withheld from the employee's sal- 
ary; or 
( for an employee enrolled for himself; $.._____- for an 
employee enrolled for himself and dependents. 
(2) Require contributions to be from the appropriation or fund which is 
used to pay the employee's salary. 

C. (1) Permit subscription charges to be increased upon approval of the 
Commission. 

(2) Require withholding from an employee's salary of so much of nny approved 
increase as would otherwise require the employing office contribution to exceed 
$————— biweekly for an employee enrolled for himself or *—-——~— biweekly 
for an employee enrolled for himself and dependents. 

D. (1) Require salary withholdings and employing office contributions to be 
deposited in the Treasury of the United States to the credit of an Employees 
Health Insurance Fund. 

(2) Make this Fund available for (a) payment of premiums to all partici- 
pating insurance plans, without fiscal year limitation, and (b) Commission 
expenses for administering the Act, within such limitations as may be specified 
by Congress annually in appropriation acts. 
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E. (1) Authorize the Secretary of the Treasury to invest and reinvest the 
moneys in the Fund in interest-bearing obligations of the United States and to 
sell such obligations. 

(2) Provide for the interest on and proceeds from the sale of obligations, as 
well as any dividend and premium rate adjustments, to revert to the Fund. 

(3) Permit the Commission to use its current appropriations on a reimburs- 
able basis for implementing the Act until the Fund is sufficient to cover adminis- 
trative expenses. 

SECTION 6. TERMINATION OF INSURANCE 


A. Provide for termination of an employee’s insurance and employing agency 
contributions on— 

(1) The last day of the pay period in which he is separated. 

(2) The day he completes 12 months in a continuous nonpay status. 

(3) The last day of the pay period in which he enters on active military 
duty unless he is granted military leave without pay from his civilian 
position. 

(4) The last day of the pay period in which he moves to a position in 
which he is excluded from insurance coverage. 

(5) The last day of the pay period in which his notice of withdrawal is 
received by his employing office. 

(6) The date on which the Commission terminates its contract with the 
standard plan in which he is enrolled, or if he is enrolled in a nonstandard 
plan, the date on which such plan ceases operations or on the date the 
Commission withdraws approval of it. 

B. Provide for termination of a dependent’s insurance on— 

(1) The day the employee’s coverage terminates as provided in (A) above, 
except that if the employee is separated on account of death, his dependent’s 
insurance terminates on the day 6 months after the date of death. 

(2) The day he ceases to be a dependent. 

C. (1) Provide for continuation of the insurance being provided, or in the 
future to be provided, by the plan in which the employee is enrolled if, on the 
date the insurance would otherwise terminate, the employee— 

(a) Retires on an immediate annuity, or 

(b) Is in receipt of compensation under the Federal Employees’ Compen- 
sation Act and is held by the Department of Labor to be unable to return to 
duty, and 

(c) Had been continuously enrolled in such plan (or, because such plan 
ceased operations or because of a change in his duty station, in such and 
other plans) for (1) 5 years immediately preceding the date his insurance 
would otherwise terminate or (2) one-half the time between such date and 
the effective date of the act, whichever is the lesser. 

(2) Permit insured employees in a nonpay status, dependents of a deceased 
employee, retirees, and compensationers who are enrolled in nonstandard plans 
to transfer to a standard plan under conditions to be prescribed by regulation of 
the Commission. 

D. (1) Provide that insurance shall be without cost to the employee and/or 
his dependents— 

(a) During his retirement. 

(b.) While he is in receipt of employees’ compensation benefits. 

(c) While he is in a leave without pay status. 

(d@) During the 6 months following his separation by death. 

(2) Provide for termination of a retiree’s or compensationer’s insurance upon 
termination of his entitlement to annuity, except that if entitlement is termi- 
nated on account of death, his dependent’s insurance terminates on a day 6 
months after the date of death. , 

(3) Provide that “free” coverage for dependents be limited to those persons 
who, if living, were insured as dependents on the date the insurance would 
otherwise have terminated. 

BE. Upon termination of insurance for reasons other than withdrawal require 
that each plan permit an employee, retiree, or compensationer, or, in the event of 
his death, his insured dependent, to convert his group insurance to an individual 
policy, provided he had been enrolled in the plan for at least 6 months immedi- 
ately preceding the termination. 
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SECTION 7. INSURANCE CONTRACTS 


A. (1) Authorize the Commission to contract with a national corporation 
providing prepaid hospital, surgical, and related services for the under- 
writing of the standard service benefit plan, including major medical 
coverages. 

(2) Require the national corporation to allocate its rights and obliga- 
tions under the contract among all its member associations in accordance 
with an equitable formula to be determined by the national corporation 
and its member associations and approved by the Commission. 

B. (1) Authorize the Commission to contract with an insurance company 
licensed in all the States and the District of Columbia for the underwriting 
of the standard cash benefit plan, including major medical coverages. 

(2) Require the insurance company to reinsure the contract with such 
other companies as may elect and are legally qualified to participate in the 
reinsurance and are approved by the Commission, in accordance with an 
equitable formula to be determined by the contracting insurance company 
and approved by the Commission. 


SECTION 8. FINANCIAL ARRANGEMENTS 


A. (1) Require each plan to establish a schedule of annual subscription 
charges per enrollment for the benefits it will provide, such schedules to 
include categories for individual and family enrollments for active and 
retired employees. 

(2) Require such charges to be applicable to the first and subsequent 
years, except that the charges may be readjusted at any time after the first 
year, based on the experience of the plan, after at least 90 days’ advance 
notice to the Commission. 

(3) Require the biweekly premium payable to each plan to be 99 per- 
cent of a sum computed by (a) multiplying the number of enrollees in each 
subscription charge category by one-twenty-sixth of the annual charge per 
enrollment for that category and (b) adding the products obtained in (a). 

B. Except in the case of group practice prepayment plans: 

(1) Require that there be paid biweekly to each plan from the Employees’ 
Health Insurance Fund its share of 99 percent of the collections (salary 
withholdings and employing office contributions) deposited in the Fund; 
the amount payable to each plan as its share of the collections to be in the 
same proportion as the biweekly premium (computed as in A. 3., above) 
due it bears to the total collections by the Fund for that period. 

(2) Ninety days after the end of each contract year (each anniversary 
date for nonstandard plans), require each plan to prepare and submit to the 
Commission an accounting for the year setting forth : 

(a) The total of premium payments paid by the Fund. 

(b) The claims expenses incurred. 

(c) The administrative expense incurred, subject to a maximum to 
be determined as a percentage of the premium by the plan and agreed to 
by the Commission in advance of the first or any subsequent contract 
year. 

(d@) The risk charge, determined as a percentage of the premium 
by the plan and agreed to by the Commission in advance of the first 
or any subsequent contract year. 

(e) The tax expense, if any, incurred. 

(f) Any other expense incurred and attributable to the plan. 

(3) (a) At the time the annual accounting is submitted, require each plan 
to refund to the Employees’ Health Insurance Fund any positive differ- 
ence between the total premiums paid (item B.2(a)) and the sum of 
the expense and risk charges (items B.2(b)-(f)), with interest at a 
rate agreed to by the Commission in advance of the first or any subse- 
quent contract year. 

(b) Require the amount so refunded by each plan to be set aside for 
that plan as a contingency reserve from which payment may be made 
to the plan to cover any negative difference between the total premiums 
paid (item B.2(a)) and the sum of the expense and risk charges (items 
B.2(b)—(f)) with interest at the same rate as determined in B.3(a). 

C. With respect to group practice prepayment plans: 
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(1) Require that there be paid biweekly to each plan from the Employees’ 
Health Insurance Fund its share of 8214 percent of the collections deposited 
in the fund on account of enrollments in group practice prepayment plans: 
the amount payable to each plan as its share of the collections to be in the 
same proportion as the biweekly premium (computed as in A3, preceeding), 
due it bears to the total collections by the Fund for that period on account 
of enrollments in group practice prepayment plans. 

(2) Require that 1634 percent of collections on account of enrollments in 
group practice prepayment plans be retained in the Employees’ Health 
Insurance Fund and be allocated among such plans in the same proportion as 
in (1) immediately above and be set aside for each plan as a reserve from 
which shall be paid the premiums for retired enrollees. 

D. Permit the Commission to require a plan to raise its subscription charge or 
lower its benefits (but not below the level specified in section 3, item B1) when 
in the Commission’s judgment that plan’s contingency reserve or [in case of group 
practice prepayment plans] reserve becomes inadequate to provide for the purpose 
for which it is intended. 

E. Require that if and when a contract or plan is discontinued and if, after all 
proper charges have been paid the plan, there remains a balance in the con- 
tingency reserve or [in case of group practice prepayment plans] reserve, such 
balance shall revert to the Employees’ Health Insurance Fund. 


SECTION 9. ADMINISTRATION 


A. Require each contractor or nonstandard plan to (1) keep and make avyail- 
able to the Commission such financial, statistical and related records as may be 
considered necessary by the Commission and to (2) establish one administrative 
office to receive premiums, prepare annual accountings and assume such other 
responsibilities as may be necessary to administer the respective plans, and, 
if the contractor or nonstandard plan so desires, additional offices to pay claims. 

B. Require each department and agency to (1) maintain such accounting 
records and furnish such financial and related reports as may be required by the 
Commission with the approval of the General Accounting Office and (2) make 
such determinations and certifications and perform such other duties as may 
be requested by the Commission. 

C. Authorize the Commission to prescribe such regulations as may be necessary 
and proper to give effect to the intent, purposes, and provisions of the act. 

D. Require the Commission to report annually to the Congress on the operations 
of the act. 

BH. Require the Chairman of the Commission to appoint a committee of five 
employees insured under the act to meet once a year or oftener at the call of 
the Commission or any member, to review operations and advise on matters of 
concern to employees. 

F. Require each plan to issue a certificate, to be approved by the Commission, 
to each employee enrolled in the plan setting forth his rights and privileges 
under the plan. 

G. Give the district courts of the United States and the Court of Claims con- 
current jurisdiction of any legal action brought against the United States 
under the act. 

SECTION 10. EFFECTIVE DATE 


Require the insurance provided by the act and withholdings and contributions 
for that purpose to become effective on the first day of the first pay period 
beginning 6 months after enactment of the act or on such earlier date as may be 
determined by the Commission. 


x 





